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TUESDAY,  OCTOBER  28,  1969 

House  op  Kepresentattves, 
Committee  on  Ways  and  Means, 

Washington,  B.C. 
The  committee  met  at  10  a.m.,  pursuant  to  notice,  in  the  committee 
room,  Longworth  House  Office  Building,  Hon.  Wilbur  D.  Mills 
(chairman  of  the  committee)  presiding. 
The  Chairman.  The  committee  will  please  be  in  order. 
Our  first  witness  this  morning  is  our  colleague  from  New  York. 
Is  he  present  ? 

Mr.  Memel,  Federation  of  American  Hospitals. 
Mr.  Memel,  I  see  you  have  with  you  one  of  my  friends  from  Arkan- 
sas, Mr.  Weems. 

STATEMENT  OF  SHERWIN  L.  MEMEL,  VICE  PRESIDENT,  FEDERA- 
TION OF  AMERICAN  HOSPITALS,  INC.,  AND  SAM  A.  WEEMS,  VICE 
PRESIDENT,  AND  CHAIRMAN  LEGISLATIVE  COMMITTEE;  ACCOM- 
PANIED BY  MICHAEL  BROMBERG,  WASHINGTON  REPRESENTA- 
TIVE 

Mr.  Memel.  Yes,  Mr.  Chairman,  we  do. 

The  Chairman.  Fine.  If  you  will  introduce  yourself  for  the  record, 
we  will  be  glad  to  recognize  you,  sir. 

Mr.  Memel.  Mr.  Chairman,  members  of  the  committee,  I  am  Sher- 
win  L.  Memel,  of  California,  a  vice  president  of  the  Federation  of 
American  Hospitals  and  chairman  of  its  Bureau  of  Health  Insurance 
Liaison  Committee. 

With  me,  as  you  have  indicated,  Mr.  Chairman,  is  Mr.  Sam  A. 
Weems,  a  vice  president  and  chairman  of  the  legislative  committee  of 
the  federation.  Additionally  with  me  is  Mr.  Michael  Bromberg, 
Washington  representative  of  the  federation. 

The  Chairman.  We  are  glad  to  have  all  three  of  you  with  us,  and 
you  are  recognized,  sir. 

Mr.  Memel.  Thank  you. 

The  Federation  of  American  Hospitals  is  the  national  association 
of  proprietary  (investor-owned)  hospitals  and  speaks  for  approxi- 
mately 500  hospital  facilities  through  its  members  and  affiliated  State 
organizations.. 

THE  INVESTOR-OWNED  HOSPITALS 

Our  records  reflect  that  there  are  approximately  1,000  acute  short- 
term  proprietary  hospitals  in  the  United  States.  These  facilities 
represent  about  20  percent  of  the  Nation's  nongovernmental  hospitals. 
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However,  in  some  areas  of  the  country  investor-owned  facilities  repre- 
sent up  to  100  percent  of  the  hospitals.  These  hospitals  have  to  a  great 
extent  served  to  prevent  a  health  crisis  by  filling  a  gap  in  construction 
of  hospitals  in  both  those  communities  which  were  too  poor  to  finance 
tax-exempt  hospitals  or  in  those  new  towns  which  grew  so  rapidly 
that  the  area  could  not  keep  up  with  exploding  populations.  One  such 
example  is  the  city  of  Pasadena,  Tex. 

Pasadena  is  a  community  of  about  120,000  residents  located  south- 
southeast  of  Houston.  There  are  four  major  hospitals  serving  the  com- 
munity. All  are  investor-owned.  All  are  fully  accredited.  All  have 
voluntarily  pooled  their  respective  efforts  to  improve  service  and 
control  costs. 

These  four  hospitals — Pasadena  Bayshore,  Pasadena  General, 
Pasadena  Memorial,  and  Southmore  Hospital  and  Clinic — represent 
100  percent  of  the  hospital  facilities  in  the  area.  They  have  filled  an 
explosive  need  in  a  suburban  community  which  experienced  rapid 
growth  as  a  result  of  establishment  of  the  Houston  space  complex. 

Among  the  many  programs  in  cost  control  instituted  by  these  hos- 
pitals are  shared  management  systems,  shared  laundry  services,  a 
package  disaster  program,  a  dietary  management  internship  program, 
operation  of  a  fully  accredited  X-ray  technician  school,  intensive  care 
nursing  education  programs,  and  establishment  of  a  nonprofit  mental 
health  clinic. 

1  have  relied  on  this  brief  background  of  investor-owned  hospitals 
to  illustrate  that  the  majority  of  proprietary  hospitals  were  founded 
by  local  citizens  to  fulfill  a  critical  community  need.  But  more  signif- 
icant, to  the  scope  of  these  hearings  is  the  fact  that  investor-owned 
hospitals  have  consistently  been  able  to  operate  at  a  rate  commensur- 
ate with  or  lower  than  the  rates  of  other  hospitals.  This  is  true  even 
though  investor-owned  facilities  pay  income  taxes,  property  taxes 
and  all  other  assessments  applicable  to  business  in  general.  Pro- 
prietary hospitals  also  are  subject  to  the  same  requirements  for  licens- 
ing and  accreditation  and  for  certification  for  participation  in  medi- 
care, medicaid,  and  various  Blue  Cross  programs  as  are  other 
hospitals. 

It  is  for  these  reasons  that  we  believe  our  hospitals  will  play  an 
increasingly  important  role  in  leading  the  fight  against  escalating 
health  care  costs.  As  businessmen,  as  well  as  health  professionals, 
we  recognize  that  efficiency  can  reduce  costs  while  maintaining 
quailty  and  can  benefit  society  at  large.  We  are  ready  to  cooperate 
with  Federal  and  local  government  in  supporting  those  administra- 
tive changes  which  will  produce  a  more  efficiently  controlled  pro- 
gram of  quality  health  care. 

The  most  dramatic  evidence  of  the  quality  of  care  provided  by 
investor-owned  facilities  is  the  high  percentage  of  our  hospitals 
which  are  accredited.  The  1969  Hospital  Guide  Issue,  Journal  of  the 
American  Hospital  Association,  indicates  that  81  percent  of  the 
total  beds  in  proprietary  hospitals  with  over  50  beds  are  accredited. 
This  is  more  than  2  percent  higher  than  the  78.9-percent  accredita- 
tion of  all  hospital  beds  in  intsitutions  with  over  50  beds.  Taking 
all  hospitals,  regardless  of  size,  69.9  percent  of  proprietary  beds  are 
accredited  compared  with  78.2  percent  of  all  hospital  beds.  This  is 
due  in  large  measure  to  the  number  of  small  rural  areas  served  by 
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smaller,  investor-owned  hospitals  which  until  just  this  past  year 
were  not  large  enough  to  apply  for  accreditation.  The  size  require- 
ment has  recently  been  reduced  by  the  Joint  Commission  on  Accerdi- 
tation  of  Hospitals  and  may  of  these  smaller  facilities  are  now 
preparing  to  apply  for  accreditation. 

The  Federation  of  American  Hospitals  supports  the  HIBAC  recom- 
mendaiton  that  the  Social  Security  Administration  undertake  a  study 
of  incentive  reimbursement  to  insurance  carriers  and  intermediaries 
with  a  view  toward  development  of  a  system  of  rewarding  outstand- 
ing performance  and  penalizing  poor  performance  without  sole  reli- 
ance on  the  present  authority  to  terminate  contracts. 

With  respect  to  elimination  of  the  2-percent  allowance  for  unidenti- 
fied costs — iy2  percent  to  investor-owned  institutions — the  federation 
is  participating  in  discussions  with  the  SSA  which  it  is  hoped  will 
lead  to  a  new  reimbursement  procedure  which  will  assure  a  fair  method 
of  determining  cost  while  we  are  operating  under  a  cost  reimburse- 
ment program.  This  is  vital  if  investor-owned  hospitals  are  to  con- 
tribute to  efficiency  and  cost  reduction  in  our  health  facilities. 

The  question  of  increasing  hospital  costs  is  a  matter  of  national 
concern  and  goes  far  beyond  the  medicare  program.  It  would  be  an 
oversimplification  to  blame  increased  labor  costs  or  medicare  or 
medicaid  alone  for  escalating  hospital  costs,  although  these  surely 
played  some  part  in  the  47-percent  increase  in  hospital  prices  over  the 
past  4  years. 

In  its  annual  report  HIBAC  states  that — 

The  uncoordinated  establishment  of  new  health  care  facilities  and  expansion 
of  existing  institutions  not  only  lead  to  the  unwarranted  expenditure  of  health 
dollars,  but  also  cause  the  waste  of  scarce  health  personnel.  Several  national 
advisory  bodies,  including  the  Secretary's  Advisory  Committee  on  Hospital  Effec- 
tiveness, have  urged  the  development  of  coordinated  planning  systems  designed 
to  curtail  the  establishment  of  unnecessary  facilities,  and  wasteful  duplication 
of  available  services  *  *  *  the  Council  agrees  with  the  committee  that  every 
health  service  should  be  included  within  the  purview  of  a  planning  agency. 

Investor-owned  hospital  representatives  serve  on  various  regional 
planning  councils  and  are  ready  to  take  an  even  more  active  role  in 
encouraging  the  type  of  health  facilities  planning  bodies  discussed  in 
the  HIBAC  report. 

If  more  efficient  establishment  and  expansion  programs  are  to  be 
developed,  we  believe  it  is  essential  that  Federal  programs  in  the 
health  facilities  area  be  broadened  to  include  investor-owned  facilities. 

For  example,  take  a  community  such  as  Pasadena,  Tex.,  which  has 
four  hospitals,  all  investor-owned,  which  serve  120,000  people.  Assume 
it  is  determined  by  an  appropriate  health  facility's  planning  agency 
that  100  additional  hospital  beds  are  needed  in  the  community.  Fur- 
ther assume  it  is  more  efficient  to  expand  one  or  more  of  the  existing 
facilities  than  to  construct  a  new  facility.  We  then  find  that  the  in- 
vestor-owned hospitals  are  ineligible  for  Hill-Burton  funds  or  even 
for  the  proposed  guaranteed  loan  program. 

The  other  major  point  which  I  would  like  to  stress  concerning 
investor-owned  hospitals  is  that  we  in  the  private  sector  can  only  con- 
tribute to  more  efficient,  less  costly  health  care  if  Government  recog- 
nizes the  problems  related  to  capital  needs  of  proprietary  institutions. 
We  in  the  private  sector  are  not  financed  by  Government  grants,  but 
rely  solely  on  investment  and  borrowed  capital. 
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Finally  Federation  of  American  Hospitals  recognizes  that  new  re- 
imbursement formulas  and  methods  must  be  studied  and  tested  for 
future  use  in  curbing  escalating  hospital  costs.  For  this  reason,  we 
support  incentive  reimbursement  experimentation  and  we  pledge  our 
cooperation  in  testing  new  techniques  under  consideration  by  the  Social 
Security  Administration  and  in  proposing  new  methods  for  considera- 
tion. 

In  his  testimony  before  the  Senate  Committee  on  Finance,  July  1, 
1969,  Under  Secretary  of  Health,  Education,  and  Welfare  John  G. 
Veneman  said : 

More  importantly,  if  we  place  more  emphasis  upon  strengthening  our  man- 
agerial capabilities,  abuses  and  fraud  should  be  greatly  reduced. 

The  same  is  true  in  the  hospital  system  itself — strong  management 
will  reduce  abuses  and  fraud.  This  is  why  investor-owned  facilities 
have  been  able  to  operate  at  the  lowest  costs  in  the  hospital  fields.  The 
statistics  bear  out  that  investor-owned  facilities  do  operate  at  lower 
cost  while  rendering  quality  care  and,  therefore,  can  be  used  as  a  yard- 
stick by  which  to  measure  the  efficiency  of  all  voluntary  hospitals. 

HEALTH  COST  EFFECTIVENESS  AMENDMENTS 

Mr.  Chairman,  we  turn  now  to  the  proposed  "Health  Cost  Effec- 
tiveness Amendments  of  1969"  as  outlined  in  Secretary  Finch's  testi- 
mony and  in  draft  legislation  submitted  to  this  committee  by  the  De- 
partment of  Health,  Education,  and  Welfare. 

The  Federation  of  American  Hospitals  shares  the  concern  of  this 
administration,  the  Congress,  and  of  the  Committee  on  Ways  and 
Means  that  meaningful  steps  be  taken  to  maintain  and  improve  quality 
of  care,  to  control  escalating  health  costs,  and  to  make  more  efficient 
use  of  our  health  care  resources.  Our  specific  comments  on  the  adminis- 
tration's legislative  proposals  follow: 

PLANNING 

Sections  2  and  3  of  the  Health  Cost  Effectiveness  Amendments  of 
1969  deal  with  planning  and  we  believe  it  is  pertinent  at  this  point  to 
read  into  the  record  the  text  of  a  resolution  unanimously  adopted  in 
Washington,  D.C.,  by  the  federation's  board  of  directors  on  Septem- 
ber 28, 1969.  The  resolution  reads  as  follows : 

It  is  the  obligation  of  all  hospitals,  irrespective  of  their  ownership  or  sponsor- 
ship, to  provide  quality  health  care  to  their  communities.  In  fulfilling  this  obli- 
gation, all  hospitals  in  a  community  should  provide  a  full  range  of  services  con- 
sistent with  the  principles  of  comprehensive  health  planning,  including  the 
avoiding  of  unnecessary  duplication  of  services.  Included  in  such  full  range  of 
services  should  be:  obstetrics,  pediatrics,  intensive  care,  coronary  care,  emer- 
gency, and  outpatient  services. 

This  resolution  is  not  a  statement  of  a  new  philosophy  by  the  hospitals  repre- 
sented by  the  Federation  of  American  Hospitals,  Inc.,  but  rather  a  formal  recog- 
nition of  the  existing  philosophy  of  such  hospitals. 

Section  2  of  the  proposed  legislation  provides  that  depreciation  or 
return  on  equity  capital  shall  be  disallowed  with  respect  to  any  capital 
expenditure  made  by  a  provider  without  approval  of  the  State  plan- 
ning agency. 
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The  Federation  of  American  Hospitals,  Inc.,  supports  this  concept 
as  a  meaningful  tool  to  strength  the  State  planning  agency  and  to 
guard  against  the  unnecessary  duplication  of  health  services  within 
a  community.  However,  the  language  of  the  proposed  legislation  re- 
quires clarification  to  assure  its  application  only  to  new  facilities,  or 
new  portions  of  existing  facilities  and,  further,  to  make  provision  for 
cases  where  State  planning  agencies  have  not  been  established  or  are 
not  functioning  properly. 

Section  3  of  the  legislation  requires  each  provider  to  submit  a  so- 
called  corporate  plan  outlining  in  detail  an  operation  budget  includ- 
ing all  anticipated  expenses  and  a  capital  expenditures  plan  for  at 
least  a  3-year  period.  T,he  plan  would  also  be  required  to  be  updated 
and  publicly  published  annually.  The  federation  is  unable  to  find  any 
meaningful  purpose  for  this  section  on  anticipated  expenses  other 
than  to  provide  the  State  planning  agency  with  some  vehicle  to 
coerce  providers  should  such  tactic  become  desirable  in  the  eyes  of 
the  agency.  We  regard  it  as  an  interference  with  normal  management 
prerogatives  and  the  burden  of  justifying  such  an  interference  has 
not  been  met  by  those  who  have  proposed  this  amendment.  The  sec- 
tion contains  no  protection  against  disclosures  of  parts  of  such  a  re- 
port of  anticipated  expenses  out  of  context  and  serious  questions 
could  arise  as  a  result  of  publication  of  corporate  objectives  of  in- 
vestor-owned hospitals  which  might  violate  the  rules  of  other  regula- 
tory agencies. 

We  accept  and  strongly  endorse  the  idea  that  hospitals  should  be 
encouraged  to  participate  in  the  planning  process  but  we  do  not  be- 
lieve section  3  serves  to  encourage  participation  but  rather  will  be 
a  cumbersome  coercive  procedure  adding  to  paperwork  and  detracting 
from  real  participation. 

In  addition  in  many  hospitals  medicare  and  medicaid  patients  rep- 
resent a  relatively  small  portion  of  the  total  hospital  patient-load.  It 
is  our  position  that  the  administration  cannot  justify  requiring  this 
extensive  extra  work  and  the  expense  involved  as  a  precondition  to 
reimbursement  for  this  segment  of  the  total  patient  population. 

DEMONSTRATION  PROJECTS 

Section  4  of  the  legislation  contains  broadr  and  what  we  regard  as 
extreme  procedure  for  expanding  the  authority  of  the  Secretary  to 
experiment  with  proposals  to  achieve  a  more  economical  health  care 
system.  We  believe  the  Congress  should  not  delegate  the  type  of  open 
ended  authority  contained  in  section  4. 

As  presently  drafted  this  provision  authorizes  the  Secretary  to  re- 
quire, or  one  might  say  force,  all  institutions  in  a  given  area  to  partici- 
pate in  an  experiment,  if  he  determines  within  his  sole  discretion  that 
the  particular  experiment  is  likely  to  prove  beneficial  but  the  extent 
to  which  there  is  voluntary  participation  is  not  sufficient  to  warrant 
undertaking  the  project.  The  only  exception  to  this  rather  unlimited 
delation  of  power  is  that  the  Secretary  cannot  require  participation 
where  at  least  20  percent  of  the  proposed  participants  establish  undue 
hardship. 

This  section  appears  to  give  the  Secretary,  carte  blanche,  to  per- 
sonally legislate  new  reimbursement  formulas  without  the  approval 
of  Congress — at  least  for  the  duration  of  the  experiment  when  he  has 
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the  ability  to  prolong  that  experiment  for  as  long  as  a  4-year  period 
of  time. 

I  would  like  to  make  it  quite  clear  at  this  point  that  the  federation 
supports  an  increase  in  the  number  and  scope  of  demonstration  pro- 
grams to  test  new  methods  of  reimbursement  and  cost  control.  At  the 
same  time  we  believe  any  experiment  not  approved  by  Congress  should 
be  voluntary.  The  impact  of  this  proposal  on  an  individual  facility 
could  be  to  deprive  an  owner  of  his  property  without  due  process. 
We  can  recall  no  precedent  for  compelling  the  private  sector  to  ren- 
der services  at  a  rate  or  under  conditions  unilaterally  established  by 
government. 

Similar  requests  by  the  Department  of  Health,  Education,  and 
Welfare,  referring  back  to  1967,  have  been  rejected  by  Congress  in  the 
past  and  we  urge  you  to  amend  section  4  of  the  proposed  legislation, 
if  it  should  be  adopted,  to  make  participation  in  these  experiments 
voluntary. 

ABUSERS 

Section  5  gives  the  Secretary  authority  to  discontinue  payments  to 
suppliers  of  services  who  have  abused  the  medicare,  medicaid,  and 
child  health  programs. 

Federation  supports  this  approach  and  pledges  its  cooperation  in 
ferreting  out  those  few  who  would  exploit  these  new  programs.  Recent 
newspaper  articles  and  congressional  statf  studies  have  revealed  appar- 
ently shocking  cases  of  abuse  of  medicare  and  medicaid  programs  but 
at  the  same  time  have  indicated  that  less  than  1  percent  of  our  Na- 
tion's physicians  and  hospitals  have  acted  unethically  or  illegally. 

We  urge  the  committee  to  assure  adequate  hearings,  due  process  and 
judicial  review  of  any  decision  under  this  section  prior  to  the  imple- 
mentation of  the  discontinuance.  The  legislation  in  its  proposed  form 
permits  discontinuance  of  payments  without  a  prior  hearing  and  the 
economic  consequences  could  be  disastrous.  The  section  presumes  guilt 
before  trial. 

There  can  be  no  doubt,  however,  that  those  who  are  proven  to  have 
abused  the  program  should  be  barred  from  future  participation. 

CUSTOMARY  CHARGES 

Section  6  provides  for  reimbursement  of  customary  or  public  charges 
where  less  than  reasonable  cost.  This  provision  would  have  no  impact 
on  investor-owned  facilities  and  the  federation  takes  no  position  on 
this  section. 

UTILIZATION  REVIEW 

It  is  the  area  of  utilization  review  which  concerns  us  more  than  any 
other  because  it  is  here  that  some  danger  exists  that  the  government 
may  try  to  substitute  nonprofessional  judgment  for  the  on-the-spot 
judgment  of  the  patient's  physician  and  the  hospital  utilization  review 
committee. 

The  extension  of  utilization  review  to  hospital  admission  and  to  the 
furnishing  of  particular  professional  services  including  drugs  and 
biologicals  is  on  its  face  a  reasonable  subject  for  discussion.  However, 
the  language  of  section  7  is  sufficiently  vague  to  raise  the  issue  of 
whether  a  retroactive  denial  of  coverage  may  be  made. 
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In  this  regard,  the  summary  of  the  legislation  submitted  even  more 
strongly  implies  retroactive  denial  of  coverage  may  be  made.  Surely 
if  a  review  committee  finds  that  a  patient  should  not  have  been  ad- 
mitted to  a  hospital  5  days  or  12  days  prior  to  the  decision,  the  patient 
and  the  hospital  should  not  be  penalized  for  a  good  faith  opinion  of 
eligibility  by  a  retroactive  denial  of  payment.  The  control  of  admission 
is,  after  all,  in  the  physician  and  not  the  hospital.  Yet  it  is  proposed 
to  penalize  the  hospital  and  the  patient  and  not  the  physician  for  an 
alleged  medical  mis  judgment  as  to  eligibility. 

If  the  section  is  intended  to  operate  only  prospectively,  the  question 
necessarily  arises,  "At  what  point  will  the  review  committee  decide  the 
medical  necessity  of  admission  or  drug  prescription?"  Surely  if  a 
physician  requests  admission,  we  are  not  going  to  wait  for  the  case 
to  be  evaluated  first  by  a  utilization  review  committee. 

There  is  also  a  basic  conflict  here  between  the  proposal  to  review 
a  physician's  decision  to  submit  and  the  preamble  to  title  XVIII  of  the 
Social  Security  Act  which  reads : 

31395.  Prohibitions  against  any  Federal  interference.  Nothing  in  this  sub- 
chapter shall  be  construed  to  authorize  any  Federal  officer  or  employee  to  exercise 
any  supervision  or  control  over  the  practice  of  medicine  or  the  manner  in  which 
medical  services  are  provided,  ...  or  to  exercise  any  supervision  or  control  over 
the  administration  or  operation  of  any  such  institution,  agency,  or  person. 

We  do  not  believe  this  committee  would  sanction  the  substitution  of 
a  clerk's  judgment  for  the  professional  opinion  of  a  physician  and  his 
colleagues,  yet  that  is  exactly  what  has  in  some  cases  already  occurred 
under  Federal  review  of  hospital  admissions  and  what  this  proposed 
section  would  sanction. 

The  federation  cannot  in  good  conscience  support  this  section  in  its 
proposed  form  because  it  is  so  vague  and  leaves  so  many  questions  un- 
answered. In  the  opinion  of  our  association  such  a  section  would  give 
too  much  power  to  administrative  persons  who,  based  on  past  experi- 
ence, might  respond  by  substituting  their  opinion  for  sound  medical 
judgment.  We  certainly  do  not  want  our  testimony  on  this  point  to  be 
construed  as  meaning  we  oppose  utilization  review,  which  we  do  sup- 
port, but  we  do  not  believe  the  end  justifies  any  means. 

OVERPAYMENTS 

Section  8  of  the  legislation  provides  for  recoupment  of  over- 
payments based  on  estimates  where  the  Secretary  finds  this  method 
"will  promote  the  proper  and  efficient  administration  of  this  title." 
We  do  not  object  to  the  principle  that  government  should  have  a  right 
to  recoup  overpayments  but  such  right  should  be  established  with 
reasonable  evidence  at  a  hearing. 

I  might  add  parenthetically  that  this  pervades  all  the  proposed 
amendments,  no  requirement  for  due  process,  no  hearing,  no  guide- 
lines, no  administrative  procedures,  merely  in  the  discretion  of  the 
Secretary  or  the  Department  whenever  and  however  and  whatever  way 
they  see  fit. 

We,  therefore,  urge  that  this  section  be  amended  to  specifically  limit 
such  binding  unilateral  estimates  to  cases  where  the  right  of  re- 
coupment and  the  need  and  basis  for  estimates,  as  opposed  to  specific 
proof,  have  been  clearly  established  under  such  procedures. 
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The  Federation  of  American  Hospitals  supports  much  of  the  pro- 
posed Health  Cost  Effectiveness  Amendments  of  1969  with  the  excep- 
tions and  suggestion  noted  above.  The  major  goal  of  our  Nation's 
health  policies  must  be  to  provide  high  quality  health  care  for  all 
people  at  a  reasonable  cost.  Efficiency  is  the  greatest  control  over  costs 
and  the  Federation  of  American  Hospitals  believes  that  investor- 
owned  hospitals  will  continue  to  be  the  yardstick  by  which  efficiency 
is  most  accurately  measured  in  the  delivery  of  quality  health  care.  The 
iull  potential  of  investor-owned  hospitals  is  just  beginning  to  be 
understood  and  Ave  believe  we  have  a  significant  contribution  to  make 
in  achieving  the  Nation's  health  goals. 

There  are  several  other  legislative  proposals  before  the  committee 
which  we  would  like  to  comment  on  briefly. 

THE  DISABLED 

We  would  support  inclusion  of  the  appropriately  entitled  disabled 
under  the  medicare  program,  regardless  of  age.  This  would  be  a  lim- 
ited expansion  of  eligibility  to  a  group  which  is  in  need  of  protection. 
While  we  do  not  encourage  any  massive  expansion  of  medicare-type 
coverage  while  there  are  so  many  problem  areas  yet  unresolved  and 
new  approaches  remain  to  be  explored,  we  believe  the  disabled  have 
a  special  need  which  warrants  such  an  amendment. 

PRESCRIPTION  DRUGS 

The  subject  of  prescription  drugs  as  a  feasible  addition  to  medicare 
should  be  reviewed  on  a  high  priority  basis  with  particular  attention 
to  the  cost  and  method  of  administrating  such  a  new  element  of  the 
program. 

APPEALS  PROCEDURE 

The  present  Social  Security  Act  does  not  contain  an  orderly  appeals 
procedure  for  providers.  There  is  no  administrative  recourse  from 
the  decisions  of  fiscal  intermediaries  and  the  right  of  providers  to 
seek  judicial  relief  has  been  questioned  and  remains  in  some  doubt 
and  there  have  been  district  court  decisions  in  a  number  of  places  in 
the  country  which,  in  effect,  said  that  a  provider  can  only  complain 
about  not  being  given  a  chance  to  participate  in  the  program  or  not 
being  given  a  fair  hearing  on  disqualification  but  the  determinations 
on  whether  he  is  being  fairly  paid,  the  law  being  properly  construed 
or  applied  to  him,  he  has  no  rights. 

The  Federation  of  American  Hospitals  urges  the  adoption  of  an 
appeals  mechanism  to  enable  providers  to  seek  relief.  We  would  urge 
that  any  such  amendment  include  procedures  for  peer  review  as  well 
as  the  right  to  seek  judicial  review. 

THE  FUTURE 

The  investor-owned  hospitals  of  America  as  an  integral  part  of  the 
Nation's  health  industry  are  ready  with  government  and  others  to 
meet  the  challenges  of  the  future. 

During  the  past  6  months,  the  Federation  of  American  Hospitals 
has  adopted  resolutions  supporting  experimentation  with  a  negoti- 
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ated  rate  for  providers  under  health  insurance  programs  leading,  we 
believe,  to  reliable  actuarial  predictability  of  costs  to  the  Govern- 
ment—and that  has  been  discussed  by  the  Society  Security  Adminis- 
tration recently— and  endorsing  the  concept  of  access  for  all  of  our 
people  to  qualify  health  care  under  health  insurance.  We  have  ap- 
pointed committees  to  study  these  proposals  and  recommend  the 
means  to  carry  out  these  goals.  We  are  cooperating  with  other  health 
organizations  in  these  studies. 

We  believe  that  private  initiative  is  the  most  effective  instrument 
we  have  to  achieve  our  common  goal  of  high  quality  health  care  for 
all  at  a  reasonable  cost.  Throughout  the  proposed  legislation  the 
phrase  is  used  "reducing  the  costs  of  such  programs  without  adversely 
affecting  the  quality  of  such  services."  The  reduction  of  health  care 
costs  is  a  meritorious  goal  but  achieving  it  without  adversely  affect- 
ing the  quality  of  care  is  difficult.  Responsible  authorities  in  the  health 
field  concur  that  hospitals  have  grown  up.  We  are  now  major  and 
complex  social  business,  financial  institutions.  The  potential  of  the 
profit  incentive,  we  believe,  should  be  explored  as  a  means  of  achiev- 
ing that  delicate  balance  between  quality  care  and  reasonable  costs. 

I  thank  the  committee  and  the  chairman  for  the  opportunity  of 
appearing. 

Mrs.  Griffiths  (presiding).  Thank  you,  Mr.  Memel. 

I  am  sorry  that  I  was  not  here  when  you  began  and  I  did  not  have 
time  enough  to  read  your  total  statement.  Have  you  suggested  that 
there  be  a  way  to  review,  for  instance,  whether  or  not  Blue  Cross  will 
pay  their  full  amount  into  a  privately  owned  hospital? 

Let  me  give  you  an  example.  Where  there  is  a  privately  owned  hos- 
pital that  meets  the  State  standard  of  care,  Blue  Cross  has  a  right  to 
say  this  is  a  nonparticipating  hospital,  and  not  pay  into  that  hospital. 
They  are,  of  course,  forcing  that  hospital  to  carry  really  the  burden 
of  other  hospitals  or  thev  a^e  putting  it  out  of  business.  Are  you  sug- 
gesting ^hat  there  be  a  judicial  review  of  a  Blue  Cross  decision? 

Mr.  Memel.  Well,  we  would  have  to  separate  Blue  Cross  private 
program  from  the  Federal  programs  of  medicare  and  medicaid. 

Mrs.  Griffiths.  Right. 

Mr.  Memel.  I  would  like  to,  if  I  may,  address  myself  to  the  two  very 
quickly  separately. 

No.  1,  with  respect  to  the  Federal  programs,  we  are  definitely  rec- 
ommending that  there  be  an  appeals  mechanism  set  up  within  the 
social  security  legislation  because  there  is  none  and  that  seems  grossly 
unfair  to  us. 

With  respect  to  Blue  Cross  as  a  private  insurer,  I  come  from  a  State, 
California,  where  all  of  the  hospitals  irrespective  of  ownership  have 
an  excellent  relationship.  We  believe  we  work  very  well  with  our 
Blue  Cross  plans  there  and  we  don't  run  into  this  problem  of  being 
excluded.  As  a  matter  of  fact,  we  are  welcomed  and  there  is  a  lot  of 
mutual  cooperation.  I  believe  this  is  true  in  a  great  many  other  parts 
of  the  country. 

Mrs.  Griffiths.  But  certainly  it  is  not  true  in  a  great  many  other 
parts  of  the  country,  and  in  a  great  many  parts  of  the  country  what 
you  really  have  is  Blue  Cross  plus  the  hospital  administrators  deter- 
mining who  can  offer  hospital  services  because  they  keep  Blue  Cross 
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Mr.  Memel.  Yes.  That  is  where  I  was  going.  There  are  other  por- 
tions of  the  country,  I  know,  because  there  are  decided  court  cases, 
where  Blue  Cross  has  excluded  hospitals  from  participation. 

Mrs.  Griffiths.  The  only  action  you  have  really  is  an  antitrust  ac- 
tion, practically.  You  cannot  review  their  decision. 

Mr.  Memel.  That  is  correct.  And  up  until  now,  at  least  on  a  lower 
court  basis,  the  courts  have  held  that  this  does  not  violate  antitrust  and 
that  they  do  not  have  to  contract  with  anyone  they  don't  want  to. 
Whether  this  ever  got  up  to  the  higher  Federal  courts,  that  would 
be  supported,  I  do  not  know. 

Mrs.  Griffiths.  Of  course  for  all  practical  purposes,  Blue  Cross 
really  is  not  an  insurer,  not  as  other  companies  are  insurers. 

Mr.  Memel.  Not  in  the  private  indemnity  concept,  no. 

Mrs.  Griffiths.  They  determine  where  they  are  going  to  and  who 
they  are  going  to  pay  and  whereas  other  companies  who  insure  permit 
vou  to  go  into  any  hospital  that  is  a  qualified  hospital  and  they  pay 
the  bill. 

Mr.  Memel.  I  believe  we  could  say  without  exception  that  the  legis- 
lation supports  the  proposition  that  any  qualified  hospital,  meaning 
any  licensed  hospital  which  meets  the  standards  of  patient  care  set 
up  by  the  joint  commission,  should  be  allowed  to  participate  in  any 
insurance  program,  in  any  Blue  Cross  program,  and  there  should  be 
means  of  enabling  them  to  participate.  We  believe  that  that  is  the 
long-range  benefit  of  the  public. 

Mrs.  Griffiths.  Thank  you. 

Mr.  Utt,  did  you  have  any  questions  ? 

Mr.  Utt.  I  think  not. 

Mrs.  Griffiths.  Does  anyone  have  any  questions  ? 

Thank  you  again,  Mr.  Memel. 

Mr.  Memel.  Thank  you  very  much. 

Mrs.  Griffiths.  The  next  witness  is  Dr.  Graham  from  the  Ameri- 
can Hospital  Association. 

Dr.  Graham,  we  are  very  happy  to  have  you  here. 

Will  you  please  identify  the  gentlemen  with  you,  and  you  may 
proceed  in  any  way  you  choose. 

STATEMENT  OF  DR.  GEORGE  W.  GRAHAM,  PRESIDENT,  AMERICAN 
HOSPITAL  ASSOCIATION;  ACCOMPANIED  BY  MARK  BERKE, 
PRESIDENT-ELECT;  AND  KENNETH  WILLIAMSON,  DEPUTY 
DIRECTOR 

Dr.  Graham.  Yes,  Mrs.  Griffiths. 

Mrs.  Griffiths,  members  of  the  committee,  I  am  George  William 
Graham,  MD.,  executive  director  of  the  Ellis  Hospital  in  Schenectady, 
X.Y.  I  appear  today  as  president  of  the  American  Hospital  Associa- 
tion in  behalf  of  the  hospitals  of  the  country. 

I  have  here  on  my  immediate  right  Mr.  Mark  Berke,  executive 
director  of  the  Mount  Zion  Hospital  and  Medical  Center  in  San  Fran- 
cisco, who  is  president-elect  of  the  American  Hospital  Association; 
and  Mr.  Kenneth  Williamson,  deputy  director  of  the  American  Hos- 
pital Association  and  director  of  its  Washington  Service  Bureau. 
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We  have  developed  our  presentation  in  two  parts.  I  will  review 
medicare  program  operations  as  they  are  today  and  the  proposals  that 
we  have  under  discussion  with  the  Commissioner  of  the  Social  Secu- 
rity Administration  for  administrative  changes  in  the  program.  I 
will  also  discuss  the  overall  situation  in  respect  to  hospital  costs  and 
what  we  believe  to  be  likely  projections  for  coming  years. 

Mr.  Berke  will  follow  me  and  present  a  number  of  specific  recom- 
mendations for  amendments  to  the  medicare  law  which  we  feel  are  es- 
sential to  the  very  existence  of  hospitals  and  their  operation  in  the 
future,  as  well  as  recommendations  to  improve  the  law. 

At  the  outset  we  wish  to  state  that  we  believe  the  medicare  program 
has  been  successful  beyond  any  doubt.  We  believe  it  has  served  the 
purpose  which  the  Congress  intended  for  the  program  in  an  admirable 
manner.  The  aged  people  of  the  country  have  received  needed  care. 
They  have  had  access  to  this  care  in  a  manner  never  available  to  many 
of  them  in  the  past.  The  program  has  removed  the  fear  and  uncer- 
tainty for  the  future  which  previously  faced  many  individuals  upon 
retirement.  The  lives  of  younger  members  of  families  have  been 
strengthened  as  the  enormous  economic  uncertainties  which  previously 
faced  them  when  their  aged  parents  became  ill  have  been  removed. 
All  of  this  we  think  has  served  to  strengthen  the  well-being  of  the 
people  and  the  economy  of  the  country  as  a  whole. 

We  believe  the  program  could  not  have  succeeded  without  the 
dedicated  and  complete  support  of  the  hospitals  of  the  Nation  and 
we  take  great  pride  in  the  contributions  made  by  hospitals  to  its  suc- 
cess. We  believe  the  continued  success  of  this  program  depends  on 
the  ability  of  hospitals  to  continue  to  provide  the  needed  facilities 
and  services. 

HOSPITAL  COSTS 

This  committee  and  the  Congress  as  well  as  the  public  are  greatly 
concerned  at  the  increase  in  hospital  costs,  and  we  know  that  you 
would  be  helped  by  cost  projections  for  the  immediate  years  ahead. 
Although  all  costs  are  increasing,  the  feeling  is  that  hospital  costs  are 
increasing  at  a  disproportionate  rate. 

The  major  ingredients  of  hospital  costs  are  salaries  and  wages,  the 
costs  involved  in  providing  community  services,  the  cost  of  technologi- 
cal advances  and  changes  in  medical  practice,  the  cost  of  the  hospital 
providing  services  previously  provided  by  individual  physicians  prac- 
ticing in  the  hospital,  and  the  cost  of  capital  required  for  the  facilities 
to  provide  the  services.  All  of  the  above  costs,  of  course,  have  been 
seriously  affected  by  inflation. 

SALARIES 

As  we  emphasized  to  this  committee  prior  to  the  inauguration  of 
the  medicare  program,  salaries  and  wages  constitute  65  to  70  percent 
of  the  total  costs  of  hospital  operation.  At  that  time,  large  numbers  of 
hospital  workers  were  being  paid  less  than  other  workers.  Over  half 
of  the  1.8  million  employees  in  hospitals  were  receiving  less  than  $1.25 
an  hour.  Therefore,  hospitals  were  faced  with  an  enormous  cost  for 
"catching  up."  This  is  continuing  as  the  minimum  wage  requirements 
for  hospitals  reach  the  minimum  wage  levels  established  by  the  law. 
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The  hospital  worker  sees  what  is  happening  to  wages  in  industry  gen- 
erally, including  substantial  increases  being  provided  by  the  Federal 
Government  to  its  workers.  They  see  this  happening  on  all  sides,  and 
large  numbers  of  them  know  that  the  educational  requirements  and 
the  responsibilities  of  their  jobs  exceed  those  of  great  numbers  of  work- 
ers in  industry  who  are  receiving  substantially  higher  remuneration. 
Increasingly,  hospitals  must  compete  with  industry  for  personnel  and 
many  of  them  are  paying  wages  much  higher  than  the  minimum  wage. 

The  Congress  is  presently  considering  legislation  to  extend  the  un- 
employment compensation  program  to  hospitals.  We  must  point  out 
that  enactment  of  such  legislation  will  also  increase  hospital  costs. 

The  Wage  and  Hour  Administration  is  presently  proposing  to  in- 
crease the  salaries  test  for  professional,  executive  and  administrative 
employees.  The  proposed  salaries  test  for  prof essional  employees  would 
be  $150  a  week  which  is  substantially  above  the  average  salary  nurses 
receive  today.  Approval  of  the  proposal  would  lead  to  proportional 
increases  in  the  wages  of  all  other  hospital  workers. 

As  there  continue  to  be  widespread  shortages  of  hospital  personnel 
in  numerous  categories,  this  law  has  also  in  a  great  many  instances  re- 
sulted in  increased  costs  for  substantial  amounts  of  overtime.  The  ratio 
of  hospital  employees  to  patients  has  increased.  This  has  resulted  in 
large  part  from  changes  in  medical  practice  and  new  procedures  which 
contribute  to  improved  health  care.  Increasing  demands  are  being  made 
upon  hospitals  by  newly  organized  groups  of  employees,  meeting  these 
demands  results  in  increased  hospital  costs.  Also,  hospital  administra- 
tors have  been  doing  everything  in  their  power  to  improve  the  lot  of 
their  workers  which  adds  to  hospital  costs. 

COST  OF  INCREASED  HOSPITAL  SERVICES 

Hospitals  are  now  providing  to  patients  a  variety  of  services  which 
were  previously  provided  by  the  attending  physicians.  In  light  of 
physician  shortages  and  the  values  inherent  in  physicians  concentrat- 
ing their  patients  in  hospital  centers,  such  changes  have  merit  but  they 
also  increase  substantially  the  costs  of  hospitals  providing  care.  Hos- 
pitals are  also  providing  offices  to  phjTsicians  and  various  facilities  for 
the  ambulatory  care  of  patients,  which  contributes  to  the  increased 
effectivenesses  of  physicians  but  inevitably  add  to  hospital  costs. 

EFFECTS  OF  MEDICARE  ON  HOSPITAL  COSTS 

I  would  now  like  to  discuss  the  impact  which  the  medicare  program 
itself  has  had  on  hospital  costs.  Our  studies  indicate  that  the  adminis- 
trative and  general  man-hours  in  hospitals  increased  15  percent  during 
the  first  year  of  medicare.  Many  additional  employees,  clerical  and 
administrative,  were  added  because  of  the  administrative  complexity 
of  the  medicare  program.  It  is  our  estimate  that  costs  required  to 
comply  with  the  current  medicare  reimbursement  regulations  amount 
to  more  than  $150  million  a  year  in  the  hospitals  alone  (only  part  of 
which  is  borne  by  the  Federal  Government.  In  addition,  there  are 
significant  claim  review  and  auditing  costs  borne  by  the  intermediary 
which  bring  the  total  cost  of  administering  the  program  to  well  over 
one-quarter  of  a  billion  dollars  a  year  without  including  the  Govern- 
ment's own  administrative  costs. 
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Much  of  this,  we  believe,  is  completely  unnecessary  and  wasteful.  It 
is  the  single  most  frustrating  and  disturbing  element  to  providers  of 
service. 

When  we  appeared  before  this  committee  in  March  1967,  we  esti- 
mated that  the  average  per  diem  costs  in  hospitals  would  be  $57.93  at 
the  end  of  the  hospital  fiscal  year  1967.  The  actual  cost  at  the  end  of 
that  fiscal  year  was  $58.06. 

The  average  per  diem  cost  of  hospital  care  for  the  year  ended  Sep- 
tember 30,  1968,  was  $61.38.  Our  projections  conservatively  are  that 
these  costs  will  increase  to  a  total  of  $67.59  for  1969,  $74.24  for  1970, 
$81.52  for  1971,  $89.56  for  1972,  and  by  1973  to  a  total  of  $98.37. 

The  research  staff  of  the  association  has  prepared  a  brochure 
explaining  the  nature  of  hospital  costs.  For  your  further  study  we  are 
providing  copies  of  the  brochure. 

We  have  provided  for  the  committee,  Mrs.  Griffiths,  two  pieces  of 
literature,  the  first  one  "Hospital  Cost  and  Related  Data"  which  I 
will  hope  the  committee  would  refer  to,  particularly  the  last  chart  on 
the  collection  of  material  which  puts  in  chart  form  the  total  expendi- 
tures of  community  hospitals  projected  through  1973,  outlining  the 
contributing  factors. 

We  have  also  made  available  a  pamphlet  here  from  the  American 
Hospital  Association  Journal  titled,  "Innovation  in  Hospital  Man- 
agement" which  speaks  to  the  need  which  the  hospital  field  has  been 
following  for  some  time  for  innovations  in  hospital  management, 
touching  on  such  items  as  shared  services,  the  better  utilization  of 
hospital  services,  and  incentive  programs,  to  name  a  few. 

ACTIONS  BY  HOSPITALS  TO  CONTROL  COSTS 

The  above  projections  give  rise  to  the  question  of  what  hospitals  are 
doing  to  control  cost  increases.  We  have  provided  each  of  you  a  copy 
of  a  report  on  innovations  in  hospital  management.  The  report  sum- 
marized 10  case  studies  conducted  by  the  American  Hospital  Asso- 
ciation and  jointly  sponsored  by  the  Department  of  Health,  Education 
and  Welfare.  A  preliminary  statement  to  the  report  says : 

New  approaches  to  economies  are  constantly  sought,  therefore,  along  with 
refined  measures  of  efficiency  and  more  effective  forms  of  organization.  The  hos- 
pital field,  as  demonstrated  in  a  proliferation  of  conferences  and  articles  in  the 
literature,  constantly  seeks  to  motivate  members  of  the  hospital  team  toward 
optimum  performance  on  the  job  and  toward  greater  cost  consciousness. 

While  some  efforts  fail,  innovative  management  programs  to  achieve  economy — 
whether  they  be  totally  new  in  concept,  or  are  being  attempted  locally  for  the 
first  time  by  administrators  trying  to  cope  with  costs — apparently  can  result  in 
cost  reduction  or  containment. 

The  development  of  cooperative  endeavors  between  hospitals  is 
growing  rapidly.  The  purpose  of  such  projects  is  to  centralize  serv- 
ices and  facilities  needed  by  a  group  of  hospitals.  This  movement  was 
frustrated  until  this  committee  amended  the  Internal  Revenue  Code 
in  1968.  We  are  grateful  to  the  committee  for  initiating  this  helpful 
amendment.  Such  cooperative  projects  will  prove  increasingly  effec- 
tive. They  conserve  manpower  and  affect  savings  by  a  concentration  of 
capital  in  one  facility  rather  than  multiple  facilities. 

Increasing  numbers  of  hospitals  are  developing  extended  care  serv- 
ices. We  hope  that  such  services  will  become  a  part  of  all  general  hospi- 
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tals.  We  are  strongly  supporting  amendments  to  the  Hill-Burton 
Act  which  will  accelerate  such  a  movement.  This  will  reduce  the  cost 
of  the  total  period  of  institutional  care  for  a  patient.  However,  the 
average  per  diem  cost  during  the  acute  care  stage  will  be  increased 
since  only  the  more  acutely  ill  patients  will  remain  in  the  acute  care 
beds. 

The  case  studies  and  examples  cited  are  simply  indicative  of  what 
is  in  reality  a  nationwide  effort  by  hospitals  to  control  costs. 

REIMBURSEMENT  UNDER  MEDICARE 

I  expect  all  of  you  received  communications  from  hospitals  in  your 
congressional  district  opposing  the  action  taken  by  the  administration 
to  decrease  the  medicare  payments  made  to  hospitals  by  2  percent  ef- 
fective as  of  July  1  of  this  year.  This  action  was  taken  by  the  adminis- 
tration without  any  consultation  whatever  with  the  hospital  field.  It 
ignored  positive  assurances  given  this  association  that  changes  in 
reimbursement  would  not  be  made  unilaterally  but  only  after  careful 
study  and  discussion  with  representatives  of  the  hospital  field.  This 
sort  of  capricious  treatment  was  bound  to  create  uncertainty  and  to 
raise  the  specter  of  big  Government  acting  in  the  health  field  in  a  man- 
ner which  the  worst  critics  of  the  medicare  law  warned  of. 

Perhaps  the  most  unreasonable  aspect  of  the  2-percent  reduction  was 
that  there  was  no  study  made  nor  demonstrated  basis  to  support  the 
reduction.  Most  hospitals  had  not  received  any  final  audit  of  their  first 
year's  experience  under  medicare,  only  a  very  small  number  had  any 
confirmation  of  their  second  year's  experience,  and  we  know  of  no 
hospital  which  had  any  confirmation  of  its  third  year's  experience. 
Therefore,  neither  hospitals  nor  the  Government  was  in  a  position  to 
evaluate  the  adequacy  of  the  payments  being  made  to  hospitals. 

Discussions  have  been  held  between  representatives  of  this  associa- 
tion and  the  Secretary  and  with  Commissioner  Robert  Ball  and  his 
staff  to  arrange  a  more  equitable  basis  of  reimbursement  and  one  which 
would  improve  administration  of  the  program  and  bring  relief  from 
the  very  high  administrative  costs  at  least  to  hospitals.  These  discus- 
sions have  led  to  a  proposal  which  would  simplify  greatly  the  ad-- 
ministration  of  the  medicare  program  and  which  promises  significant 
savings  in  the  administrative  costs  of  the  program.  The  proposal  rec- 
ognizes differences  in  the  utilization  of  ancillary  services  and  in  the 
nursing  care  requirements  of  medicare  patients  and  other  patients. 

Hospitals  would  have  a  choice  of  utilizing  this  method  of  reimburse- 
ment or  of  utilizing  a  program  of  reimbursement  related  to  prospec- 
tive costs  of  rendering  care  arrived  at  through  negotiated  rates.  We 
plan  to  work  with  the  administration  in  encouraging  several  groups 
of  hospitals  to  select  this  latter  method  and  feel  that  it  provides  some 
very  promising  possib-li+ies  for  new  approaches  to  reimbursement. 

At  the  present  time  Commissioner  Ball  is  discussing  the  proposal 
with  Secretary  Finch,  and  we  look  forward  to  an  early  agreement  be- 
ing reached  which  can  be  announced  to  the  field  with  retroactive  ap- 
plication to  July  1.  The  entire  approach  is  one  which  meets  the  re- 
quirements imposed  by  the  present  law  and  it  is  felt  the  proposal  goes 
as  far  as  administrative  judgment  will  allow  in  effecting  an  equitable 
basis  of  reimbursement.  We  believe  for  the  long  range  the  law  needs 
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to  be  amended  and  Mr.  Berke  will  outline  in  detail  the  amendments 
which  we  feel  are  essential. 

This  concludes  my  remarks,  Mrs.  Griffiths. 

Mrs.  Griffiths.  Mr.  Berke  ? 

Mr.  Berke.  Mrs.  Griffiths  and  members  of  the  committee,  I  have 
already  been  introduced  by  Dr.  Graham.  Over  a  2-year  period  the 
hospitals  of  the  country  have  engaged  in  extensive  discussions  of  a  new 
basis  of  reimbursement  that  would  provide  for  meeting  the  full  finan- 
cial requirements  of  health  care  institutions  and  relate  reimbursement 
to  planning  control.  Following  extensive  discussions  the  financial 
statement  was  approved  as  a  basis  for  payments  to  hospitals  by  all 
users  of  their  services.  Copies  of  this  document,  "Statement  on  the 
Financial  Eequirements  of  Health  Care  Institutions  and  Services," 
have  been  provided  for  each  member  of  the  committee. 

The  provision  of  health  care  has  become  the  Nation's  third  largest 
industry.  More  than  $20  billion  a  year  is  spent  on  hospital  care  alone. 
The  American  Hospital  Association  believes  that  the  financing  of  in- 
stitutional health  care  must  be  on  a  businesslike  basis. 

Most  industries  in  our  economy  rely  on  operating  revenues  to  finance 
the  production  of  their  products  and  the  means  of  producing  them. 
The  financing  of  the  health  care  system,  however,  has  been  chronically 
insufficient  to  do  this.  Some  institutions  have  been  financed  largely 
through  community  philanthropy,  others  have  been  dependent  on 
Government  appropriations  or  grants,  and  only  a  few  have  been  able 
to  rely  solely  on  operating  revenues  as  an  adequate  source  of  funds. 

The  American  Hospital  Association  reasoned  that  an  ideal  method 
of  financing  institutional  health  care  should  recognize : 

1.  The  institution's  responsibility  to  the  community ; 

2.  The  need  for  systematic  financing  of  all  of  their  operating  and 
capital  needs ; 

3.  A  rationale  for  proper  planning  of  facilities  and  services  with 
due  regard  for  regional  variations ; 

4.  Incentives  for  economy  and  efficiency  in  the  delivery  of  high 
quality  health  care ;  and 

5.  The  necessity  for  the  maintenance  of  equity  and  the  protection 
of  the  interests  of  both  provider  and  purchaser. 

This  financing  scheme  takes  cognizance  of  the  differences  between 
the  institutional  health  care  system  and  the  rest  of  the  economy.  In 
the  free  market,  industry  can  alter  either  price  or  quality  in  order  to 
assure  that  current  revenues  are  adequate  to  meet  operating  and  capi- 
tal needs.  Health  care  institutions  do  not  have  these  options.  If  the 
quality  of  health  services  is  to  be  maintained  the  prices  established 
through  bargaining  between  individual  providers  and  large  groups  of 
purchasers  must  provide  revenue  sufficient  to  finance  these  services. 

The  institutional  health  care  system  differs  from  the  rest  of  the  pri- 
vate sector  in  its  philosophy  toward  and  treatment  of  patients  who  are 
unable  or  unwilling  to  pay.  Other  members  of  the  private  sector  main- 
tain their  right  to  not  sell  their  product  to  someone  who  cannot  afford 
it  or  is  unwilling  to  pay  for  it.  Community  hospitals,  because  of  their 
public  responsibility,  do  not  take  such  action.  The  right  to  receive 
service  regardless  of  the  ability  to  pay  is  extended  to  the  entire  com- 
munity, and  consequently,  the  entire  community  has  an  obligation  to 
share  in  these  costs. 
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Because  of  the  significant  problem  in  financing  patient-care  opera- 
tions created  by  these  nonpaying  patients,  by  the  necessity  to  maintain 
standby  services,  and  by  the  research  and  educational  responsibilities 
of  heaith-care  institutions,  the  limited  capital  payments  that  are  cur- 
rently included  in  contractual  reimbursement  schemes  often  must  be 
diverted  toward  meet;  ng  operating  needs.  Thus,  the  health-care  sys- 
tem has  had  increasing  difficulty  in  maintaining  and  expanding  its 
capital  facilities. 

The  statement  on  financial  requirements  which  I  referred  to  corrects 
both  operat'ng  and  capital  deficiencies  by  obligating  all  purchasers 
of  care  to  share  equally  in  meeting  all  the  operating  and  capital  needs. 
The  statement  recognized  that  health-care  insfitutions,  unlike  free- 
market  enterprises,  cannot  ask  all  purchasers  of  care  to  participate  in 
their  capital  financing  needs  without  the  institution's  full  participa- 
tion in  the  community's  health-planning  mechanism  and  recognition  of 
its  role  in  the  delivery  of  comprehensive  health  care  to  the  community. 

Although  a  basic  implication  of  the  "Statement  on  the  Financial 
Requirements  of  Health-Care  Institutions  and  Services"  ;s  expansion 
of  the  Federal  Government's  role  in  financing  the  care  of  the  aged  and 
indigent  through  the  medicare  and  medicaid  programs,  the  aggregate 
effect  of  such  a  rational  systematic  approach  into  financing  is  unlikely 
to  significantly  increase  total  Federal  payments,  because  this  sys- 
tematic approach  will  result  in  a  more  equitable  determination  of 
payments  by  all  purchasers  and  a  more  effective  distribution  of  pay- 
ments among  all  providers. 

The  Amercan  Hospital  Association  seeks  a  payment  system  that 
recognizes  a  planned  approach  to  the  financing  of  institutional  health 
care  priced  through  negotiation  between  providers  and  purchasers; 
distribution  of  capital  dollars  only  where  there  is  demonstrable  need  ; 
incentives  for  efficient  operation;  and  the  recognition  of  an  institu- 
tion's full  operating  and  capital  needs  by  all  purchasers  of  care  through 
equal  payment  for  equal  service. 

RECOMMENDATION 

To  accomplish  the  purpose  of  the  "Statement  on  the  Financial  Re- 
quirements of  Health-Care  Institutions  and  Services"  we  propose  the 
following  amendments  to  the  Social  Security  Act. 

Section  1861  (v)  (1)  be  amended  under  the  definition  of  reasonable 
costs  as  follows : 

1.  Delete  clause  (A)  of  the  fourth  sentence  of  such  section  and  sub- 
stitute therefor  the  following:  "(A)  take  into  account  both  direct  and 
indirect  costs  of  providers  of  services,  provided,  however,  that  the 
costs  of  new  construction  or  expansion  and  the  cost  of  providing  new 
services  shall  not  be  included  unless  such  new  construction,  expansion, 
or  new  service  shall  have  been  approved  in  advance  by  the  designated 
areawide  health  planning  agency." 

2.  "The  term  'reasonable  cost'  as  used  in  this  law  shall  mean  the 
total  monetary  resources  that  a  health-care  institution  or  service  needs 
or  will  need  to  fulfill  its  community  health  service  objectives.  The  Fed- 
eral Government's  share  of  these  financial  requirements  for  its  bene- 
ficiaries shall  not  be  more  than  nor  less  than  the  share  borne  by  all 
other  paying  patients." 
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Community  Services:  There  are  two  broad  categories  of  costs  in- 
volved in  the  operation  of  hospitals.  One  of  these  is  generally  well 
understood — the  costs  of  providing  specific  health  services  directly 
to  the  patients.  The  second  area  is  not  well  understood  and  constitutes 
a  substantial  part  of  the  costs  of  operating  hospitals.  These  are  all  the 
community  costs.  Hospitals  could  decide  to  operate  in  a  fashion  which 
would  limit  their  services  to  medical  and  surgical  cases  and  decide  not 
to  provide  emergency  care,  not  to  provide  obstetrical  services,  not  to 
provide  pediatric  services,  not  to  provide  various  standby  facilities 
and  services,  not  to  provide  various  costly  procedures  and  services 
which  are  only  utilized  by  very  few  patients,  and  in  a  variety  of  ways 
not  to  spend  funds  to  meet  special  needs  of  the  community.  Thus,  the 
hospital  could  decide  to  operate  under  a  policy  which  limits  its  serv- 
ices to  those  for  which  it  is  assured  full  payment. 

All  of  the  above  services  together  with  the  education  of  health  per- 
sonnel and  the  conduct  of  medical  research  comprise  the  "community 
costs"  of  hospitals.  Hospitals  must  recover  the  major  part  of  the  costs 
of  providing  all  these  community  functions  from  charges  assessed 
every  paying  patient. 

The  Federal  Government  continually  emphasized  the  necessity  and 
desirability  of  hospitals  rendering  full  comprehensive  health  services 
to  the  entire  community.  The  medicare  law  at  present  does  not  permit 
payment  for  many  of  these  community  type  services.  All  other  patients 
utilizing  the  hospital  are  required  to  pay  their  proportionate  share 
of  the  total  costs  of  the  hospital's  operation;  but  the  medicare  law 
provides  that  it  will  pay  only  those  costs  identified  with  the  care  of  its 
benficiaries,  thus  forcing  nonmedicare  patients  to  meet  the  costs  Of 
community  type  services. 

The  higher  the  percentage  of  medicare  patients  in  the  hospital,  the 
greater  the  financial  hardship  on  the  remaining — nonmedicare — 
patients. 

Approval  of  the  proposal  we  made  earlier  for  amendment  of  section 
861  of  the  act  is,  in  our  view,  essential  if  hospitals  are  to  continue  to 
meet  community  health  needs. 

Appeals :  We  have  for  some  time  been  concerned  at  the  inability  of 
hospitals  under  the  law  to  appeal  from  determinations  made  by  the 
Social  Security  Administration  or  the  intermediary  on  reimburse- 
ment matters.  We,  therefore,  recommend  that  an  appeal  mechanism 
be  established  to  review  such  determinations. 

RECOMMENDATIONS 

In  section  1861  (v)  (1)  delete  "and"  before  clause  (B)  and  at  the 
end  of  clause  (B )  add  the  following : 

"and  (C) — provide  for  the  esatblishment  in  each  of  the  several 
States,  including  the  District  of  Columbia,  Puerto  Kico,  and  the  Vir- 
gin Islands,  an  independent  appeals  board  comprised  of  seven  dis- 
interested third  parties  selected  as  follows:  two  by  the  providers  of 
services,  two  by  the  Secretary,  and  three  neutral  membres  selected 
by  such  parties." 

Snell  of  Illness:  The  spell  of  illness  concept  presently  embodied 
in  the  law  appears  in  section  1861  (a) .  The  adminisration  of  inpatient 
benefits  in  accordance  with  the  law  and  its  interpretations  entails 
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excessive  administrative  costs  that  are  inevitable  under  such  a  com- 
plex provision  of  benefits.  There  is  little  likelihood  inpatient  bene- 
fits based  on  the  spell  of  illness  concept  as  defined  and  interpreted 
could  ever  be  administered  with  equity  for  all  beneficiaries  or  at  a 
reasonable  administrative  cost. 

RECOMMENDATIONS 

We  recommend  section  1861(a)  be  amended  so  as  to  eliminate  the 
spell  of  illness  concept  and  to  provide  instead  authorization  for  a 
specified  number  of  days  of  inpatient  care  per  calendar  year  to  be 
used  at  that  institutional  level  required  by  the  medical  need  of  the 
patient. 

Using  the  formula  of  the  present  law,  this  would  provide  90  days 
of  inpatient  hospital  care,  100  days  of  extended  care  and  100  days  of 
home  health  visits  to  each  beneficiary  under  the  program  in  each 
calendar  year. 

Post-Hospital  Extended  Care  Services :  At  percent  the  law  requires 
a  person  to  be  an  inpatient  in  a  hospital  for  not  less  than  3 
consecutive  days  before  he  is  eligible  for  care  in  an  extended  care 
facility.  The  law  clearly  intends  that  extended  care  be  an  actual  ex- 
tension of  hospital  services.  We  concur  with  this  policy. 

We  strongly  oppose  elimination  of  the  3-day  requirement  as  we 
believe  its  elimination  would  remove  the  present  assurance  that  an 
adequate  medical  judgment  has  been  made  as  to  the  necessity  for 
care  in  an  extended  care  facility.  Lacking  such  a  determination,  the 
Government  would  lose  an  essential  control  over  the  administration 
of  the  program. 

RECOMMENDATIONS 

We  recommend  that  as  an  alternative  to  the  3-day  inpatient  re- 
quirement, the  law  be  amended  to  authorize  admission  to  an  extended 
care  facility  if  the  patient  has  had  a  medical  workup  in  the  out- 
patient department  of  a  hospital  and  following  such  workup  his 
admission  is  recommended  by  the  utilization  committee. 

Deductibles  and  Co-Insurance:  One  of  the  most  serious  prob^ms 
facing  hospitals  is  in  respect  to  the  determination  of  deductibles  re- 
quired under  the  law.  The  determination  as  to  whether  the  patient 
should  be  required  to  pay  the  deductible  or  whether  it  has  already 
been  paid  in  connection  with  another  hospitalization  or  medical  serv- 
ice is  almost  impossible,  and  particularly  so  that  elderly  persons. 

In  order  to  satisfy  itself  that  the  deductible  has  not  been  previously 
used,  the  hospital  has  to  communicate  with  the  Social  Security  Ad- 
ministration. This  is  time  consuming,  costly,  and  often  cannot  be  ac- 
complished within  a  reasonable  period  of  time.  The  situation  is  even 
worse  in  the  outpatient  area.  Hospitals  also  have  a  difficult  public  re- 
lations problem  with  elderly  persons  and  their  families  in  requesting 
such  payments. 

RECOMMENDATION 

We  recommend  that  deductibles  be  eliminated  and  that  in  their 
place  the  principal  coinsurance  be  applied  to  become  effective  at  a 
specified  point  in  an  inpatient  stay.  The  same  principle  should  also  be 
applied  to  outpatient  services. 
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Outpatient  Services :  At  present  we  believe  the  definition  in  the  law 
regarding  outpatient  services  is  unduly  restrictive.  Such  procedures 
as  multiphasic  screening,  physical  examinations  and  other  preventive 
procedures  should  be  permitted  for  beneficiaries.  Comprehensive  care 
as  it  is  being  developed  must  permit  the  broadest  possible  use  of  ambu- 
latory care  and  facilities. 

RECOMMENDATION 

We  recommend  that  section  1861  (p)  of  the  law  be  amended  so  as 
to  accomplish  these  purposes. 

Payment  for  Outpatient  Services :  At  the  present  time  the  law  pro- 
vides for  reimbursement  of  all  physician  services  for  outpatient  serv- 
ices for  outpatient  work  on  a  charge  basis,  whereas  hospitals  are  reim- 
bursed on  the  basis  of  reasonable  costs.  This  necessitates  extensive  cost 
find,  separation  of  costs,  confusing  billing  as  between  hospital  serv- 
ices and  physician  services,  and  time-consuming  and  costly  procedures 
on  the  part  of  the  intermediary.  The  operation  of  an  outpatient  clinic 
in  a  hospital  results  in  services  to  patients  similar  to  those  for  which 
physicians  are  reimbursed  on  a  charge  basis,  and  we  feel  hospitals 
should  be  reimbursed  for  such  services  on  the  same  basis. 

RECOMMENDATION 

We  recommend  that  the  act  be  amended  so  as  to  provide  that  all 
outpatient  services  be  reimbursed  on  a  charge  basis. 

Utilization  Review :  Utilization  review  provides  a  sound  and  equit- 
able procedure  for  the  use  of  hospital  facilities.  Proper  utilization 
review  is  a  most  important  tool  in  assuring  the  most  effective  use  of 
costly  facilities  and  services  and  can  do  much  to  control  the  costs  of 
hospital  care. 

We  continue  to  hear  from  around  the  country  that  utilization  review 
committees  are  not  functioning  effectively  because  of  the  concern  of 
physicians  serving  on  such  committees  as  to  their  legal  liability.  The 
Social  Security  Administration  continues  to  point  out  that  the  func- 
tion of  utilization  review  committees  is  to  determine  any  future  re- 
sponsibility of  the  Government  for  the  payment  of  care  and  not  to 
force  the  discharge  of  patients.  This  outlook,  we  believe,  simply  begs 
the  question. 

The  utilization  review  mechanism  is  of  great  importance  to  the 
financing  of  the  medicare  program.  We  believe  the  Government  should 
study  this  issue  thoroughly  with  a  view  to  determining  what  can  be 
done  to  remove  the  concern  of  physicians  with  regard  to  their  being 
sued. 

The  American  Hospital  Association  has  committed  itself  to  an  ex- 
tensive program  to  assist  hospitals  in  strengthening  and  making  more 
effective  the  utilization  review  process. 

Selection  of  Intermediary:  The  law  at  present  gives  providers  of 
services  the  right  to  select  their  intermediary.  We  believe  the  interme- 
diaries have  performed  a  most  important  function  under  the  law ;  and, 
in  fact,  we  doubt  that  the  medicare  law  could  have  been  effectively  im- 
plemented without  such  mechanisms.  We  understand  proposals  have 
been  advanced  to  place  the  selection  of  the  intermediary  in  the  hands 
of  the  Secretary  of  the  Department  of  Health,  Education,  and  Welfare. 
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We  believe  the  process  for  selection  of  intermediaries  has  worked  well. 
It  has  served  the  purpose  of  the  Government  and  facilitated  relation- 
ships with  providers  of  services.  We  believe  the  cost  of  such  adminis- 
tration has  been  reasonable,  and  the  Government  has  the  advantage  of 
the  services  of  organizations  dealing  with  many  millions  of  the 
population  in  addition  to  medicare  beneficiaries. 

RECOMMENDATION 

We  recommend  that  the  providers  of  services  continue  to  be  given 
the  right  to  select  their  intermediaries. 

Research  and  Demonstration  in  Reimbursement :  The  law  at  present 
provides  that  the  Secretary  may  authorize  experiments  with  various 
methods  of  reimbursement  which  offer  incentives  for  controlling  costs. 
The  association  has  worked  closely  with  the  administration  in  seek- 
ing out  and  encouraging  such  developments.  Several  such  demonstra- 
tions are  in  progress. 

The  difficulty  is  that  under  present  language,  if  the  demonstration 
proves  successful  and  is  deemed  to  be  desirable  as  a  basis  for  further 
reimbursement  by  both  the  providers  of  services  and  the  administra- 
tion, there  is  no  authority  under  the  present  law  for  medicare  to  con- 
tinue reimbursement  on  the  basis  demonstrated. 

RECOMMENDATION 

We  recommend  that  the  law  be  amended  so  as  to  authorize  the  Secre- 
tary to  adjust  the  reimbursement  formula  on  a  continuing  basis  where 
experiments  in  methods  of  reimbursements  are  found  advantageous 
and  where  both  the  providers  of  services  and  the  Social  Security  Ad- 
ministration are  in  agreement  as  to  such  continuation. 

Coverage  for  All  Over  65  :  At  the  present  time  the  law  limits  medi- 
care coverage  to  those  persons  who  are  eligible  to  receive  cash  benefits 
under  the  social  security  program  and  railroad  retirement  bene- 
ficiaries. Thus,  a  group  of  the  elderly  continue  to  be  deprived  of  the 
benefits  of  the  medicare  program.  We  believe  that  many  of  these 
elderly  are  especially  in  need  of  such  protection.  Inasmuch  as  medicare 
is  a  social  program,  we  feel  it  should  be  amended  so  as  to  encompass 
all  persons  over  65. 

As  we  look  forward  to  the  long  range  future  of  the  medicare  pro- 
gram we  think  this  committee  should  give  full  consideration  to  the 
ways  and  means  of  combining  parts  A  and  B  of  the  medicare  program. 
We  see  little  justification  for  treating  the  needs  of  aged  persons  for 
hospital  care  differently  from  their  needs  for  physician  services. 

When  we  look  at  the  annual  income  of  large  numbers  of  the  over  65 
and  realize  that  in  order  to  have  protection  against  the  costs  of  physi- 
cian services  an  aged  couple  must  pay  $96  a  year,  it  is  difficult  to  justify. 

We  note  the  administration  has  just  announced  that  this  figure  will 
be  increased  to  $120.  The  fact  that  approximately  1  million  of  the  aged 
have  not  joined  the  part  B  program  is  evidence  that  cost  of  doing  so  is 
for  many  prohibitive.  There  would  appear  to  be  merit  in  providing 
that  the  working  population  would  prepay  the  cost  of  physician  serv- 
ices during  their  working  years  just  as  they  do  for  institutional  serv- 
ices so  as  to  be  assured  of  such  services  upon  reaching  retirement  . 


1075 


In  numerous  respects  the  present  separation  of  the  program  into 
two  parts  is  cumbersome  and  likely  quite  wasteful  in  terms  of  adminis- 
trative costs.  Combining  parts  A  and  B  into  a  single  program  would 
likely  facilitate  the  understanding  which  aged  persons  have  of  the 
benefits  to  which  they  are  entitled  and  would  improve  overall  utiliza- 
tion of  health  care  facilities.  The  current  requirements  in  respect  to  es- 
tablishing eligibility,  the  enrollment  periods,  the  procedures  for  in- 
creasing premiums  resulting  from  late  enrollment,  and  the  varying  pe- 
riods for  provision  of  benefits  are  a  source  of  much  confusion.  The 
present  disruptive  procedures  for  relating  hospital  costs  under  part  A 
and  physician  charges  under  part  B  would  be  eliminated. 

AMBULATORY  DRUGS 

The  purchase  of  drugs  by  elderly  patients  constitutes  a  major  item 
in  their  budget.  For  a  great  many  of  them  this  provides  real  hardship. 
For  many  of  them  this  is  a  continuing  problem.  The  situation  of  mil- 
lions of  elderly  has  been  described  as  "medicated  survival"  with  the 
cost  of  their  drugs  constantly  eating  away  at  their  limited  incomes. 

We  believe,  however,  that  the  cost  to  the  Government  for  providing 
such  benefits  will  be  very  large  and  that  it  could  only  be  done  sensibly 
with  a  carefully  worked  out  program  of  controls.  To  our  knowledge, 
there  has  not  yet  been  sufficient  study  or  experimentation  which  would 
provide  the  guidance  needed  to  initiate  such  a  program  or  of  the  ways 
and  means  for  meeting  the  need. 

RECOMMENDATION 

We  make  the  following  recommendations : 

1.  That  any  list  of  drugs  to  be  provided  use  generic  names. 

2.  That  the  Government  establish  a  limited  list  of  specific  drugs 
which  are  most  needed  by  aged  patients  and  which  constitute  for  them 
the  greatest  financial  outlay.  There  are  various  sources  that  could  pro- 
vide guidance  in  the  development  of  such  a  list. 

3.  That  a  specific  annual  dollar  limit  be  established  for  the  purchase 
of  such  listed  drugs  for  each  beneficiary. 

Unless  the  Government  does  take  procedures  such  as  we  have  sug- 
gested, we  do  not  believe  it  is  in  any  position  to  determine  the  cost 
of  a  program  to  provide  ambulatory  drugs. 

MEDICAID  PROGRAM  TITLE  19 

We  are  awaiting  with  great  interest  the  thinking  of  the  task  force 
recently  appointed  by  Secretary  Finch  to  study  the  medicaid  program 
and  make  recommendations  concerning  the  whole  future  of  this  pro- 
gram. This  program,  of  course,  will  have  potentially  far  greater  im- 
pact on  the  provision  of  health  service  to  the  Nation  than  the  medicare 
program.  We  have  provided  materials  to  the  task  force  and  are  pres- 
ently undertaking  an  in  depth  analysis  of  the  experience  of  hospitals 
in  each  State  with  medicaid. 

President  Nixon  has  enunciated  a  new  and  far-reaching  concept  for 
meeting  the  needs  of  indigent  persons.  We  are  not  clear  as  to  how  this 
new  concept  is  intended  to  relate  to  the  provision  of  health  services 
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to  these  people.  We  will  be  much  interested  to  see  specific  recommen- 
dations in  this  regard. 

We  wish  to  stress  particularly  that  hospital  services  envisioned  un- 
der any  program  developed  by  the  Federal  Government  must  assure 
full  reimbursement  to  hospitals.  There  is  absolutely  no  way  for  these 
services  to  be  provided  unless  the  Government  assures  hospitals  that 
they  will  meet  the  full  costs  involved.  We  were,  therefore,  particularly 
appreciative  of  the  Congress  including  in  the  medicare  law  the  provi- 
sion that  hospitals  under  title  19  would  have  to  be  reimbursed  for  in- 
patient care  on  a  reasonable  cost  basis  just  as  they  were  under  title  18. 
We  believe  this  provision  is  in  keeping  with  the  philosophy  enunciated 
by  the  Congress  that  the  Government  did  not  intend  to  burden  other 
patients  with  any  of  the  costs  involved  in  providing  services  to  its 
beneficiaries. 

At  present  a  number  of  States  are  attempting  through  various  means 
to  avoid  paying  hospitals  reasonable  costs  for  medicaid  patients.  This 
problem  has  been  presented  to  the  Secretary  of  HEW  and  the  admin- 
istration continues  to  delay  in  providing  any  resolution  of  the  prob- 
lem, though  we  feel,  and  the  legal  counsel  of  the  administration  has 
at  various  times  in  the  past  emphasized  that  the  Federal  law  is  quite 
explicit  as  to  the  responsibilities  of  the  States  to  pay  reasonable  costs. 

RECOMMENDATION 

If  there  is  any  doubt  as  to  the  requirement  for  the  payment  of  rea- 
sonable costs  to  hospitals  for  care  provided  medicaid  beneficiaries,  we 
urge  the  law  be  amended  to  make  this  requirement  absolutely  clear. 

REIMBURSEMENT  IN  EXTENDED  CARE  FACILITIES 

At  the  present  time  the  law  provides  that  hospitals  will  be  reim- 
bursed on  the  basis  of  reasonable  costs.  This  provision  does  not  apply 
to  extended  care  services  of  extended  care  facilities,  and  we  feel  that 
the  providers  of  such  services  should  be  assured  of  receiving  essen- 
tial reimbursement. 

RECOMMENDATION 

We  recommend  that  reimbursement  for  services  provided  in  ex- 
tended care  facilities  and  in  skilled  nursing  homes  be  made  on  the 
basis  of  reasonable  costs. 

THE  HEALTH  COST  EFFECTIVENESS  AMENDMENTS  OF  19  69 

These  amendments  proposed  by  the  administration  are  concerned 
with  various  aspects  of  the  operation  of  the  medicare  program.  These 
amendments  were  submitted  after  your  committee  started  its  hearings, 
and  we  wish  to  offer  the  following  comments : 

1.  The  bill  would  provide  that  where  a  State  agency  or  comprehen- 
sive planning  group  determines  that  a  capital  expenditure  does  not 
conform  to  the  overall  plan  for  health  facilities,  the  Federal  Govern- 
ment will  withhold  or  reduce  reimbursement  for  depreciation,  inter- 
est and  return  on  investment  related  to  such  facilities. 

We  have  previously  stated  our  full  support  of  planning  and  recom- 
mended an  amendment  which  provides  that  reimbursement  agencies 
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will  be  guided  by  the  recommendations  of  planning  organizations  in 
determining  the  reimbursement  to  be  made  to  health  care  facilities. 

However,  we  cannot  approve  of  such  controls  unless  hospitals  are 
given  assurance  that  their  full  financial  needs  are  to  be  provided  for. 
In  fact,  this  is  an  underlying  principle  of  the  association's  statement 
on  the  financial  requirements  of  health  care  institutions  and  services. 

2.  The  bill  would  require  as  a  condition  of  participation  in  the 
medicare  program  that  provider  institutions  have  written  plans  with 
respect  to  proposed  operating  expenses  and  capital  expenditures. 

The  association's  statement  on  financial  requirements  recognizes 
that  health  care  institutions  have  the  responsibility  of  providing  a 
plan  delineating  their  future  programs  of  health  service  to  the  people 
of  the  community  and  that  the  plan  should  be  reviewed  regularly 
with  the  designated  area  wide  health  objectives. 

However,  there  will  be  great  uncertainty  as  to  what  is  intended  by 
a  written  plan  for  proposed  operating  expenses.  Is  this  intended  to 
give  the  Government  authority  to  dictate  the  operations  of  hospitals  ? 
It  appears  to  us  that  this  provision  may  well  be  in  conflict  with  the 
declared  purpose  of  the  Congress  in  section  1801  of  title  18  which 
expressly  provides  that  the  Government  will  not  exercise  any  super- 
vision or  control  over  the  practice  of  medicine  or  over  operation  or 
administration  of  medical  facilities. 

There  is  a  likelihood  that  approval  of  such  operating  review  will 
result  in  the  elimination  of  a  sizable  number  of  hospitals  from  the 
program. 

3.  The  bill  also  provides  for  more  flexibility  in  the  authority  of  the 
Secretary  to  develop  and  engage  in  incentive  reimbursement  experi- 
ments and  demonstration  projects.  We  wholeheartedly  support  the 
desirability  of  such  experiments  and  demonstrations.  We  have  already 
recommended  a  change  in  language  which  would  further  the  value  of 
the  results  of  such  experiments  and  demonstrations  which  are  felt  to 
be  worthwhile. 

We  do  not  believe,  however,  that  the  onus  of  establishing  hardship 
should  be  placed  on  providers  of  services,  as  in  the  bill,  in  order  to 
escape  mandatory  participation  in  such  experiments  and  demonstra- 
tion projects.  Furthermore,  if  as  many  as  20  percent  of  the  health 
care  institutions  in  an  area  feel  a  proposed  reimbursement  experi- 
ment or  demonstration  project  is  undesirable,  this  raises  serious  ques- 
tions as  to  the  possible  success  of  the  project. 

4.  The  bill  would  provide  authority  to  bar  further  payments  for 
services  where  there  is  evidence  of  fraud  and  other  abuses.  We  are  in 
complete  agreement  that  the  Government  should  eliminate  from  par- 
ticipation institutions  or  individuals  who  engage  in  such  practices. 
We  believe,  however,  that  the  law  at  present  gives  the  Government 
authority  to  discontinue  participation  agreements  with  institutional 
providers  of  services.  Apparently,  the  law  does  not  provide  sufficient 
authority  to  the  Government  to  eliminate  from  participation  individ- 
ual practitioners  who  engage  in  such  abuses. 

m  5.  The  bill  would  provide  authority  to  limit  reimbursement  to  a  fa- 
cility's customary  charges  if  such  charges  are  less  than  costs.  As  a  mat- 
ter of  principle  we  believe  the  charges  for  institutional  care  should 
reflect  the  full  financial  requirements  of  providing  such  care.  We 
believe  that  no  provider  of  care  should  expect  to  receive  greater  reim- 
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bursement  than  the  customary  charges  for  the  care  provided.  Similar- 
ly, no  purchaser  of  care  should  pay  less  than  the  customary  charge. 

6.  T1m>  bill  would  broaden  the  provisions  of  the  present  law  with  re- 
gard to  decisions  made  by  a  utilization  review  committee.  We  have 
previously  expressed  our  strong  support  of  the  utilization  review 
process  and  recommend  actions  to  be  taken  by  the  Federal  Govern- 
ment in  order  to  make  more  effective  the  functions  of  such  committees. 

The  section  by  section  analysis  which  the  administration  has  pre- 
pared of  their  bill  does  not  support  the  language  of  the  bill.  The  Sec- 
retary in  his  October  15  statement  to  the  committee  proposes  "with 
holding  payments  where  utilization  review  finds  admission  is  not 
warranted,"  and  the  bill  appears  to  support  this  position.  This  can  be 
interpreted  to  mean  that  payments  will  not  be  made  for  services  pro- 
vided a  patient  who  has  admitted  in  good  faith  if  at  a  later  time  the 
utilization  review  committee  determines  that  the  admission  or  treat- 
ment was  not  warranted.  We  strongly  oppose  hospitals  being  left 
holding  the  bag.  Further,  hospitals  admit  patients  on  the  advice  of 
physicians  and  must  be  protected  from  later  determinations  that  the 
physician's  decision  was  in  error.  The  retroactive  penalty  proposed 
would,  without  doubt,  cause  hospitals  to  alter  their  admission  policies. 

7.  The  bill  would  expand  the  authority  of  the  Secretary  to  with- 
hold further  payments  to  a  supplier  of  services  in  order  to  recoup 
overpayments  made  to  the  supplier.  The  law  at  present  permits  the 
Government  to  offset  overpayments  against  current  bills,  and  we  have 
no  objection  to  this  provision.  However,  we  understand  the  current 
proposal  would  allow  the  Secretary  to  estimate  the  amount  of  presumed 
overpayments  for  past  periods  of  time  and  to  offset  such  presumed 
amounts  from  the  hospital's  current  reimbursements.  We  see  no  justi- 
fication for  such  a  provision.  Certainly  the  Government  is  entitled  to 
recover  overpayments  but  we  feel  such  overpayments  must  be  clearly 
established  by  proper  accounting  procedures.  We  find  this  provision 
curious  in  light  of  the  extended  delays  by  the  Social  Security  Admin- 
istration in  making  final  settlements  and  payments  to  hospitals  for 
services  rendered  to  medicare  beneficiaries. 

We  greatly  appreciate  the  opportunity  of  presenting  these  views  of 
the  American  Hospital  Association  to  the  committee.  We  will  be  glad 
to  answer  any  questions  or  furnish  any  additional  information  which 
will  be  helpful  to  the  committee  in  its  deliberation. 

The  Chairman.  We  appreciate  very  much  your  bringing  to  us  the 
position  of  the  American  Hospital  Association. 

Are  there  any  questions  ? 

Mrs.  Griffiths? 

Mrs.  Griffiths.  Have  you  made  any  estimate  of  how  much  addi- 
tional tax  revenue  would  be  necessary  to  pay  for  the  proposals  you 
make? 

Mr.  Berke.  To  pay  for  what  ? 

Mrs.  Griffiths.  To  pay  for  the  proposals  you  have  made.  What  will 
it  cost  us  in  tax  revenue  ? 

Mr.  Berke.  No,  I  don't  think  we  have. 
Dr.  Graham.  No. 

Mrs.  Griffiths.  In  another  committee  a  week  or  so  ago  some  very 
good  witnesses  appeared  before  me  who  stated  that  they  believed 
that  it  was  not  necessary  to  build  any  additional  hospitals  in  America, 
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there  were  sufficient  hospital  beds  now.  Do  you  agree  with  that  or 
not? 

Dr.  Graham.  I  think  this  would  have  to  be  looked  at  geographically 
but  I  speak  now  personally  from  my  own  State  of  New  York.  We 
find  there  is  no  pressing  need  for  additional  beds.  Rather,  there  is  a 
great  need  for  modernization,  renovation  of  the  existing  ones,  and  I 
say  this  because  we  have  found,  as  has  the  rest  of  the  country,  that 
as  we  develop  the  out-of -hospital  services  and  facilities  we  are  lessen- 
ing the  pressure,  if  you  will,  on  the  beds  there,  but  I  can't  answer  of 
course,  for  the  rest  of  the  country  unless  Mr.  Williamson  would  care 
to  comment  further  on  that. 

Mr.  Williamson.  I  think,  Mrs.  Griffiths,  the  statewide  studies  made 
by  Hill-Burton  indicate  at  present  a  need  for  about  85,000  new  beds 
in  the  country.  These  are  largely  in  areas  where  there  is  a  great  popula- 
tion move,  where  they  don't  have  the  facilities,  and  still  in  some  metro- 
politan centers  like  the  city  of  Washington,  for  example,  if  you  or 
I  today  wanted  to  go  into  one  of  these  major  hospitals  we  would  find 
we  would  have  a  very  difficult  time  getting  a  bed  except  in  an  acute 
emergency,  and  so  I  think  it  is  difficult  to  say  that  there  isn't  need  for 
additional  beds  in  some  areas  of  the  country. 

Mrs.  Griffiths.  Of  course  the  occupancy  rate  overall  is  about  80 
percent,  isn't  it  ? 

Dr.  Graham.  Some  are  even  higher ;  95  percent. 

Mr.  Berke.  Again,  that  is  for  the  entire  country.  I  think  it  is  true 
that  if  portions  of  the  country  or  large  areas  of  the  country  were  to 
properly  utilize  all  available  facilities  or  if  extended  care  facilities 
and  skilled  nursing  homes  were  not  available,  they  could  be  built, 
then  I  think  you  might  find  a  diminution  in  some  parts  of  the  country 
of  the  need  for  acute  beds. 

Mrs.  Griffiths.  But  this  is  one  of  the  costs  we  are  paying  for,  is 
that  20-percent  empty  bed  space,  is  it  not? 

Mr.  Berke.  That  is  right,  but  it  is  very  hard  to  reconcile  a  20-per- 
cent vacancy  factor  in  an  urban  area  which  maybe  has  an  adequate 
number  of  beds  and  then  a  rural  area  maybe  200  miles  away  which 
has  no  beds  at  all. 

Mrs.  Griffiths.  But  aren't  you  people  suggesting  that  the  existing 
hospitals  and  the  regional  planning  board,  the  existing  hospital  ad- 
ministrators, are  permitted  to  determine  where  new  hospitals  are  going 
to  be  placed? 

Mr.  Berke.  Not  the  hospital  administrators,  Mrs.  Griffiths.  We  are 
suggesting,  in  fact  we  are  asking  that  local  planning  bodies  m  all 
parts  of  the  country  be  prepared  to  determine  independently  the  need 
for  physical  facilities. 

Mrs.  Griffiths.  So  that,  as  a  matter  of  fact,  around  a  great  city 
wouldn't  there  be  a  great  inclination  to  say,  "Well,  now,  we  are  not 
going  to  let  Ford  Hospital  in  Detroit,"  for  instance,  "be  vacant.  We 
refuse  to  permit  a  hospital  to  be  built  at  the  outer  rim  of  the  city 
because  there  are  hospitals  within  the  inner  city  that  have  vacant 
beds."  Wouldn't  there  be  such  a  tendency  ?  _  -'• 

Mr  Berke.  There  might  very  well  be,  but,  again  we  would  be  rely- 
ing, I  think,  upon  an  independently  operating  regional  planning  body 
to  make  that  decision,  not  the  hospital  administrators. 

Mrs.  Griffiths.  The  existing  hospital  administrators  have  some 
part  of  this  decision,  do  they  not  ? 
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Dr.  Graham.  Yes,  they  do  represent,  but  they  are  in  the  minority. 
Mrs.  Griffiths.  They  become  a  part  of  really  a  monopoly. 
Dr.  Graham.  No  ;  I  would  like  an  answer  your  question  with  respect 
to  the  Ford  Hospital. 

Mrs.  Griffiths.  All  right. 

Dr.  Graham.  What  we  do  in  our  part,  of  the  country  is  we  build 
satellite  hospitals  where  that  need  is  shown  to  exist  in  an  area  where 
the  accessibility  of  the  facility  might  be  available  at  Ford  but  it  isn't 
accessible,  as  I  think  you  are  pointing  out,  Mrs.  Griffiths,  so  we  are 
building  satellite  hospitals  associated  with  the  major  hospital  in  a 
large  community  but  the  administrators  are  a  minority  group  in  most 
planning  councils  by  law. 

The  consumer  is  the  majority. 

Mrs.  Griffiths.  You  have  pointed  out  very  well  that  the  problem 
with  hospital  care  is  that  you  can't  reduce  the  quality  so  that  you  make 
more  money,  but  isn't  it  also  true  that  the  consumer  is  in  a  terribly 
disadvantaged  position.  There  is  no  competition.  He  can't  look  around 
and  say :  "Well,  I  will  go  to  the  one  that  has  the  best  care  cheapest," 
Isn't  that  true? 

Dr.  Graham.  Yes ;  he  depends  on  his  physician  who  makes  that  deci- 
sion where  he  goes.  It  is  his  judgment, 

Mrs.  Griffiths.  Let  me  ask  you  what  do  you  replace  this  competi- 
tive element  with?  How  good  have  these  utilization  review  boards 
been  ? 

Dr.  Graham.  I  think  one  of  the  main  thrusts  we  have  in  the  field  is 
planning.  That  word  covers  a  multitude  of  things  that  we  are  working 
very,  very  hard  at  and  have  been  for  some  years. 

Mrs.  Griffiths.  I  think  planning  is  part  of  the  monopoly  so  if  you 
have  any  other  suggestions  on  how  you  think  the  consumer  of  hospital 
services  can  get  a  decent  break  I  would  like  to  hear  them. 

Mr.  Berke.  Well,  one  of  the  things  we  think,  coming  back  to  your 
question  about  utilization  committees  and  our  recommendations  here, 
is  that  the  physicians  on  the  utilization  committees  should  be  un- 
shackled. Right  now  they  are  threatened  with  all  sorts  of  legal  action. 
They  really  cannot  follow  out  their  own  wishes  and  their  own  needs 
and  their  decisions  as  they  see  them  freely  because  of  this  threat.  We 
are  strongly  urging  the  committee  to  review  this  situation  and  see  if 
you  can  bring  together  something  to  bear  on  it.  I  think  in  this  Avay  at 
least  you  would  be  assured  that  the  utilization  committees  are  working 
better  than  they  have  been  up  to  now,  and  I  come  back  to  Dr.  Graham's 
point  that  the  patient  goes,  generally  speaking,  where  the  physician 
sends  him.  The  physician  puts  the  patient  in  a  given  hospital.  The 
patient  does  not  select  the  hospital.  The  physician  does. 

Mrs.  Griffiths.  The  Finance  Committee  staff  has  some  findings 
that  says  that  the  utilization  review  is  largely  ineffective.  Would  you 
agree  with  that  or  not  ? 

Dr.  Graham.  I  would  not. 

Mrs.  Griffiths.  You  would  not  ? 

Dr.  Graham.  No,  Ma'am. 

Mrs.  Griffiths.  What  do  you  point  to  to  say  that  it  is  ? 

Dr.  Graham.  Again  I  refer,  and  I  think  with  sincerity,  to  our  own 
experience  where  we  have  already  one  lawsuit  by  a  physician  against 
our  utilization  committee  for  his  disagreement  with  their  judgment, 
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but  our  utilization  committee  has  kept  our  patient's  stay  down.  The 
only  thing  that  confronts  them,  as  it  does  throughout  the  country, 
is  the  lack  of  these  other  health  facilities  in  the  community  such  as 
extended  care  facilities,  skilled  nursing  homes,  home  care  programs. 
But  the  reason  I  believe— I  place  it  forth  as  a  fact— is  we  have  these 
services  in  our  community  and  our  utilization  committee  is  effective. 

Mr.  Berke.  May  I  support  that,  Mrs.  Griffiths,  by  telling  you  that 
m  my  own  institution  for  the  first  3  months  of  this  fiscal  year  out- 
average  length  of  stay  was  9  days.  In  the  first  3  months  of  the 
last  fiscal  year  it  was  10  days,  which  is  a  10-percent  decrease  in  the 
length  of  stay,  which  is  a  very  significant  sum. 

Mrs.  Griffiths.  Isn't  it  also  possible  that  that  is  accountable  for 
by  the  fact  that  people  have  gone  into  hospitals  now  with  lesser 
ailments  ? 

Mr.  Berke.  I  don't  believe  that  is  true.  I  don't  believe  that  is  so,  not 
in  San  Francisco  at  any  rate. 

Mrs.  Griffiths.  A  person  in  Miami  told  me  that  the  thing  he 
couldn't  understand  was  the  use,  for  instance,  of  brain  scans.  He 
could  be  doing  an  operation  on  somebody's  foot,  no  complaint  about 
the  brain  whatsoever,  and  he  found  that  all  of  them  were  getting  brain 
scans.  Are  these  utilization  review  boards  checking  up  on  this,  or 
aren't  they? 

Mr.  Berke.  Well,  if  I  may  take  it  first,  in  the  first  place,  brain 
scans  or  anything  else  in  the  hospital  are  only  done  when  prescribed 
by  the  physician,  so  the  physician  requests  the  brain  scan  and  that  is 
the  only  way  in  any  accredited  hospital  or  any  decent  hospital  in 
which  a  brain  scan  or  any  other  diagnostic  treatment  will  be  under- 
taken, diagnostic  program,  will  be  undertaken,  and  there  are  just  no 
two  ways  about  that,  Mrs.  Griffiths. 

Mrs.  Griffiths.  Utilization  of  hospitals  among  the  aged  is  going 
up,  is  it  not? 

Dr.  Graham.  Yes,  utilization  is  going  up. 

Mrs.  Griffiths.  Could  the  fact  that  we  require  the  aged  to  go  into 
a  hospital  before  they  go  to  an  extended  care  facility  account  for  the 
fact  that  utilization  of  hospitals,  has  gone  down  from  10  to  9  days 
in  a  stay  ? 

Mr.  Berke.  No,  I  am  not  sure  about  that,  but,  again,  this  is  in  line 
with  the  recommendation  that  we  make  here,  Mrs.  Griffiths,  and  that 
is  that  a  satisfactory  and  acceptable  admission  to  an  extended  care 
facility  be  done  by  a  workup  in  the  outpatient  department  rather  than 
hospitalization.  This  would  be  much  less  costly,  provided  it  is  ap- 
proved by  the  hospital  utilization  committee,  that  is,  the  admission 
after  the  workup  be  approved. 

Mrs.  Griffiths.  The  expected  cost  per  hospital  day  within  a  few 
years  is  almost  staggering.  How  do  these  costs  compare  with  your 
original  estimates  in  1964  and  1965  ? 

Mr.  Williamson.  They  compare  very  well,  I  think,  Mrs.  Griffiths. 
I  think  that  the  estimates  we  indicate  here  show  in  the  coming  years 
about  10,  nearly  11-percent  increase  and  depending  upon  what  hap- 
pens to  salaries  those  may  be  conservative. 

Mrs.  Griffiths.  As  a  matter  of  fact,  what  is  the  productivity  of  a 
hospital  staff  per  unit  now,  that  is,  you  point  out  that  if  the  wage  and 
hour  limit  goes  through  nurses  will  be  paid  $150  a  week  and  that  this 
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is  going  to  represent  an  increased  cost.  Isn't  the  turnover  of  nurses  in 
a  hospital  about  70  percent  a  year  ? 

Dr.  Graham.  You  mean  an  average  figure  ? 

Mrs.  Griffiths.  Yes. 

Dr.  Graham.  That  seems  quite  high,  but  again,  if  I  may  add,  be- 
cause of  the  nature  of  the  individual,  female,  marriage,  pregnancy, 
leaving  town  with  husband,  again  personal  experiences,  it  makes  my 
turnover  quite  high  and  troublesome. 

Mrs.  Griffiths.  Have  you  ever  observed  that  the  turnover  is  much 
higher  in  inner  city  hospitals  than  in  suburban  hospitals  ? 

Dr.  Graham.  No,  I  have  not  made  an  observation  there. 

Mrs.  Griffiths.  Well,  I  think  you  ought  to  check  that  because  one  of 
the  answers  to  high  nurse  turnover  is  the  fact  of  working  conditions. 
That  is  one  thing. 

Dr.  Graham.  The  location. 

Mrs.  Griffiths.  And  while  you  would  like  to  look  at  the  fact  that 
maybe  they  marry  and  move  away,  I  think  if  you  will  check,  and,  after 
all,  you  are  connected  with  hospitals,  you  will  find  that  fear  is  one 
of  the  things  that  moves  them  out. 

Dr.  Graham.  You  have  this  right  in  New  York  City,  yes,  I  know 
that. 

Mrs.  Griffiths.  That  is  right,  in  Detroit,  in  Chicago,  in  St.  Louis,  in 
New  Orleans,  in  San  Francisco,  in  Los  Angeles.  You  have  it  in  every 
major  city.  They  don't  want  to  be  in  those  inner  city  hospitals.  They 
are  afraid. 

Dr.  Graham.  I  accept  that. 

Mrs.  Griffiths.  Now,  added  to  that,  you  don't  pay  them  anything. 
They  are  paid  very  little.  When  you  suggest  that  they  might  be  paid 
as  much  as  $150  a  week,  I  think  this  would  be  really  quite  a  shock 
to  a  lot  of  people.  A  factory  sweeper  on  his  first  day  at  work  in  the 
city  of  Detroit  15  years  ago  drew  $2.95  an  hour.  And  you  are  sug- 
gesting a  really  trained  person.  Now,  I  have  observed  that  in  many 
inner  city  hospitals  there  is  one  nurse  per  floor,  for  many  beds.  She 
never  sees  the  patient. 

If  you  go  into  a  surburban  area,  you  will  find  a  nurse  for  every 
four  or  five  patients,  a  very  high  percentage  of  nurses.  So  that  part 
of  your  problem  is  your  working  conditions  in  hospitals. 

Dr.  Graham.  Oh,  no  question,  the  location  and  the  conditions  of  that 
part  of  the  city.  As  I  say,  the  large  cities  are  confronted  with  this  with 
their  hospitals. 

Mrs.  Griffiths.  Then,  as  a  matter  of  fact,  wouldn't  it  be  of  some 
advantage  to  the  American  public  if  these  hospitals  were  put  on  a  com- 
petitive basis,  would  simply  disappear  ? 

Dr.  Graham.  I  don't  accept  that  totally  because,  again,  in  New 
York  City  the  nurses  are  fearful  because  of  the  crime  on  the  streets,  in 
apartments  nearby,  which  has  really  nothing  to  do  with  the  condi- 
tions within  that  hospital. 

Eather,  it  is  the  neighborhood.  And  every  day  we  hear,  as  you 
pointed  out  so  well,  nurses  objecting  or  not  working  at  any  hospital 
because  of  the  environment  in  which  the  hospital  is  located.  Hospitals 
in  New  York  have  built  apartments  right  adjacent  to  themselves  so 
that  the  nurses  will  be  better  protected,  if  you  will,  living  right  with 
the  hospital. 
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Mrs.  Griffiths.  It  has  nothing  to  do  with  their  getting  married, 
having  babies,  and  so  on.  The  real  problem  you  have  in  getting  nurses 
in  the  inner  city  hospital  is  the  working  conditions. 

Dr.  Graham.  It  is  not  working  conditions,  I  don't  think,  Mrs. 
Griffiths.  It  is  the  community  in  which  that  hospital  is  located. 

Mrs.  Griffiths.  Well,  in  the  community.  All  right,  we  will  go  on 
this.  Why  not  let  some  of  these  hospitals  be  abandoned?  Wouldn't 
you  really  arrive  at  a  cheaper  cost  in  a  hospital  in  an  outside  area? 

Dr.  Graham.  But  you  would  be  abandoning  perhaps  a  segment  of 
the  population  that  needs  that  service  desperately  unless  you  can  then 
make  the  move  service,  as  you  put  it,  accessible  by  some  means,  trans- 
portation, but  this  is  one  of  the  greatest  problems  facing  the  country, 
and  the  hospitals  have  done  just  this.  They  moved  out  of  this  undesira- 
ble area  and  deserted  a  group  of  citizens  who  are  really  in  need,  desper- 
ate need,  of  health  care  and  it  isn't  accessible  to  them. 

So  they  go  back  and  put  store  fronts  in. 

Mrs.  Griffiths.  That  really  wasn't  the  problem  until  we  put  medi- 
care in.  The  service  wasn't  accessible  for  those  people  if  the  hospitals 
were  next  door  to  them.  That  is  really  one  of  the  answers. 

The  hospital  within  the  inner  city  didn't  necessarily  serve  the  poor 
at  all.  Somebody  had  to  pay  for  it. 

Dr.  Graham.  And  many  hospitals  have  done  it  for  free  with  their 
endowment  funds. 

Mrs.  Griffiths.  Right,  but  you  aren't  abandoning  the  people.  The 
way  to  reach  those  people  is  to  pay  for  the  care. 

Dr.  Graham.  But  the  facility  or  service  has  to  be  accessible  to  them, 
Mrs.  Griffiths.  That  is  all  I  am  saying. 

Mrs.  Griffiths.  It  would  still  be,  but  the  fact  that  the  hospital  was 
there  did  not  make  it  accessible  to  the  poor. 

Dr.  Graham.  In  Chicago  there  was  an  experiment  with  this  move- 
ment of  a  good  clinic,  comprehensive  clinic,  away  from  the  inner  city. 
One  case  I  remember  being  told  to  me  by  staff  was  the  mother  explained 
it  cost  her  90  cents  to  go  to  that  clinic  and  she  would  much  prefer  to 
spend  that  money  on  bread  and  milk  for  her  children  so  it  was  not 
then  accessible  to  them. 

Mrs.  Griffiths.  You  are  talking  about  a  clinic  as  opposed  to  a 
hospital. 

Dr.  Graham.  Not  a  health  center. 

Mrs.  Griffiths.  No;  I  am  not  suggesting  abandoning  any  of  the 
poor.  That  is  what  this  whole  bill  is  directed  at.  We  are  going  to  take 
care  of  the  poor.  But  in  my  judgment  one  of  the  things  that  creates 
the  high  cost  of  hospitals  is  that  you  have  no  competition  whatsoever. 
It  is  a  monopoly  operation  in  which  the  patient  doesn't  have  a  choice 
at  all.  You  point  out  that  hospitals,  unlike  industries,  cannot  reduce 
the  quality  of  the  care. 

I  would  like  to  point  out  to  you  that  no  patient  has  a  choice.  He 
doesnt'  exactly  know  what  he  is  buying.  He  doesn't  know  whether  he 
is  going  to  get  exactly  the  same  care  over  here  at  a  low  price  that  he 
would  get  over  here  at  a  high  price,  and  I  think  that  you  should  come 
up  with  something  that  replaces  that  element  of  competition  that 
exists  within  private  industry. 

Dr.  Graham.  As  I  say,  we  are  endeavoring  to  approach  that  some- 
what with  our  planning  in  the  redistribution,  get  away  from  duplica- 
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tion  of  services  which,  does  add  greatly  to  higher  costs  with  two  hos- 
pitals with  similar  services  poorly  utilized.  I  think  this  is  a  method 
or  methods  we  are  using. 

Mrs.  Griffiths.  I  think  that  is  a  good  theory,  but  in  fact  I  think  it 
created  the  monopoly. 

Dr.  Graham.  I  see. 

Mr.  Berke.  I  think  we  are  also  Avorking  with  the  Social  Security 
Administration  in  attempts  to  develop  some  incentive  programs  for 
reimbursement,  and  I  think  this  gets  into  the  area  that  you  are  talk- 
ing about,  Mrs.  Griffiths. 

Mrs.  Griffiths.  There  is  lots  of  evidence  that  hospitals  of  com- 
parable size  and  quality  differ  widely  in  costs,  not  necessarily  prices, 
but  costs,  right  ? 

Mr.  Berke.  I  have  heard  that  statement  very  frequently.  I  am  not 
sure  it  is  correct.  I  am  not  sure  you  have  the  evidence  until  you  can 
classify  your  hospitals.  I  am  not  sure  that  we  are  talking  apples  and 
oranges.  I  have  heard  the  statement  and  I  have  made  it  myself,  as  a 
matter  of  fact. 

Dr.  Graham.  So  have  I. 

Mr.  Berke.  The  more  I  think  about  it,  the  more  I  realize  that  I 
am  not  really  making  an  accurate  statement.  I  don't  know  how  you 
compare  a  Mount  Zion  in  San  Francisco  or  an  Ellis  Hospital  in 
Schenectady  with  another  hospital  around  the  corner,  even  though 
that  hospital  be  the  same  size  and  offering  the  same  sort  of  program, 
for  example,  in  teaching,  and  yet  are  you  really  talking  about  the 
same  kind  of  institution  unless  you  have  a  quantitative  way  of  measur- 
ing the  output  of  the  institution  ? 

Mrs.  Griffiths.  I  would  just  like  to  make  one  more  remark,  and 
then  I  will  yield  back  the  time. 

I  noticed  a  little  cartoon  the  other  day  of  a  doctor  talking  to  a 
middle-aged  man,  and  the  doctor  said,  "Would  you  like  to  give  up 
your  life  savings,  sir,  for  a  few  days'  stay  in  the  hospital?"  Which 
is  about  right  for  the  average  middle-aged  person. 

Mr.  Berke.  I  think,  though,  if  I  were  offered  the  choice  between 
giving  my  life  savings  for  a  few  days  in  the  hospital  and  dying,  I 
might  be  prepared  to  give  up  my  life  savings. 

Mrs.  Griffiths.  That  is  true,  but  I  worked  one  time  for  a  university 
hospital  in  Ann  Arbor.  You  had  to  be  referred  to  that  hospital  by 
somebody  who  said  he  couldn't  cure  what  was  wrong  with  you. 

I  would  like  to  remind  you  that  60  percent  in  that  hospital  at  that 
time  had  nothing  organically  wrong  with  them. 

Mr.  Berke.  That  is  interesting. 

Mrs.  Griffiths.  Thank  you. 

The  Chairman.  Any  further  questions  ? 

Mr.  Betts. 

Mr.  Betts.  Dr.  Graham,  I  notice  in  your  charts  you  have  a  couple 
on  the  increase  in  the  salaries  for  employees.  Is  that  the  major  factor 
in  increase  of  costs  in  operating  hospitals  ? 

Dr.  Graham.  Yes.  Our  wage  and  salaries  and  accompanying  fringe 
benefits  represent  65  percent  to  70  percent  of  our  budget.  Again,  we 
always  keep  in  mind  that  we  run  a  24-hour-day  operation  7  days  a 
week  so  that  any  payroll  in  an  office  should  be  multiplied  three  times 
to  give  you  some  concept  of  the  magnitude  of  our  salary  amount, 
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again,  plus  differentials  for  evening  and  night  shifts  and  overtime  and 
time-and-a-half.  It  is  the  major  ingredient  of  our  cost  bill,  wages  and 
salaries. 

Mr.  Betts.  It  was  interesting  to  note,  though,  in  comparison  with 
other  sectors  of  the  economy  it  is  lower  than  most  of  them. 
Dr.  Graham.  Mr.  Betts,  which  page  are  you  on,  please  ? 
Mr.  Betts.  I  was  on  chart  8. 
Dr.  Graham.  Page  8 

Mr.  Betts.  Chart  8. 1  think  that  is  rather  important. 

Dr.  Graham.  Yes;  I  think  it  points  out  well,  too,  that  we  had  a 
lower  starting  point  too  for  the  hospital  worker.  Going  back  to  1963 
to  $3,600  a  year,  we  have  on  the  national  average  gotten  up  well  above 
the  $4,000  mark,  which  is  relatively  low  compared  to  the  comparable 
jobs  in  the  community.  And  this  is  what  we  are  confronted  with  as 
we  endeavor  this  catchup  process.  It  is  costing  a  lot  of  money. 

Mr.  Betts.  Does  the  minimum  wage  law  enter  into  that  too? 

Dr.  Graham.  Yes ;  it  does.  Right  now,  of  course,  too,  in  many  parts 
of  the  country  it  is  just  a  figure  because  many  hospitals  are  paying 
more  than  $1.30. 

Mr.  Betts.  They  have  to  keep  their  help. 

Dr.  Graham.  That  is  right,  sir ;  yes,  quite  right. 

Mr.  Betts.  How  do  nurses'  salaries  figure  in  this  chart?  Is  that  a 
significant  part  of  it  or  any  part  of  it  ? 

Dr.  Graham.  Thirty-five  percent  of  our  payroll  is  for  the  nursing 
staff. 

Mr.  Betts.  Do  you  have  any  problems  with  securing  employment 
in  hospitals  ? 

Dr.  Graham.  In  some  parts  of  the  country  they  are  desperate  for 
them.  Others  seem  to  be  well  off,  and  I  think  some  of  Mrs.  Griffiths' 
comments  pertain  to  the  ability  to  get  or  not  to  get  the  professional 
nurse  or  her  ancillary  group. 

Mr.  Betts.  What  part  does  increased  costs  of  equipment  figure  in 
increased  cost  of  hospitals  ? 

Dr.  Graham.  Again,  you  always  look  to  your  own  experiences. 
With  the  increasing  complexity  of  medical  care  today,  with  equip- 
ment I  never  heard  of  when  I  left  medical  school  in  1941,  these  are 
costly  pieces  of  equipment.  Today  in  the  X-ray  department  it  bears 
no  resemblance  to  a  department  in  1945,  even  with  the  equipment, 
the  radioisotopes  and  the  X-ray  therapy,  deep  and  cobalt,  linear  ac- 
celerators, and  the  rest. 

Equipment  is  a  large  factor.  Laboratory  equipment  is  quite  costly, 
but  we  are  seeing  improvement  there  in  the  automation  of  laboratory 
tests. 

Mr.  Betts.  What  is  the  life  of  the  equipment  usually  ? 

Dr.  Graham.  It  again  depends  on  the  piece  of  equipment.  It  could 
vary  from  as  low  as  5  years,  the  very  sophisticated  type  of  equipment 
where  we  no  sooner  have  it  and  in  2  years  there  is  another  method 
much  improved  because  there  is  a  better  way  of  doing  a  test  with 
equipment,  up  to  as  high  as  10  or  15  years  with  the  heavy  equipment, 
say,  in  X-ray.  But  10  years  is  about  a  good  average. 

Mr.  Berke.  There  is  a  negative  factor,  Mr.  Betts,  and  that  is  with 
this  modern  equipment  that  Dr.  Graham  speaks  about  and  technology 
making  great  contributions.  With  this  elaborate  equipment  we  are  now 
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finding  that  we  have  to  hire  pretty  costly  personnel  that  we  never  used 
to  have  to  hire. 

I  am  thinking,  for  example,  of  two  hospitals  in  San  Franciso  now 
with  so  much  electronic  equipment  that  they  have  to  have  electronics 
engineers,  and  they  are  competing  with  Ampex  and  IBM  and  people 
like  that.  They  have  to  pay  going  salaries.  This  was  unheard  of  almost 
just  a  few  years  ago. 

Mr.  Betts.  I  was  wondering  in  the  future  if  there  would  be  any 
leveling  off  in  the  cost  of  replacement  that  would  contribute  to  the  

Dr.  Graham.  If  they  would  only  stop  discovering  new  equipment. 
One  of  the  points  I  think  we  should  strive  mightily  for  is  to  keep 
people  out  of  the  hospitals  and  use  this  equipment  on  an  ambulatory 
basis  and  keep  them  out  of  bed. 

Mr.  Betts.  Which  reminds  me  of  what  I  think  Mrs.  Griffiths  got 
into,  I  hear  complaints  from  doctors  that  many  of  the  patients  in 
hospitals  should  not  be  there. 

Dr.  Graham.  Who  put  there  in  the  first  place  ? 

Mr.  Betts.  I  guess  your  answer  is  the  doctors  are  to  blame. 

Dr.  Graham.  This  is  right,  absolutely. 

Mr.  Berke.  We  agree  with  the  statement  the  hospital  does  not  admit 
patients.  The  hospital  does  not  discharge  patients. 
Mr.  Betts.  It  saves  house  calls. 

Dr.  Graham.  There  is  another  factor,  the  third-party  payer  in  the 
form  of  insurance  companies.  We  have  urged  them  for  years  to  pro- 
vide more  benefits  on  an  outpatient  or  ambulatory  basis.  This  has  been 
one  of  the  greatest  problems,  because  many  plans  say  you  must  be 
admitted  to  the  hospital. 

Mr.  Betts.  Does  the  American  Hospital  Association  have  a  set  of 
standards  that  hospitals  have  to  live  up  to  ? 

Dr.  Graham.  Yes,  sir.  There  are  registration  standards,  and  we  are 
a  member  organization  of  the  J oint  Commission  on  Accreditation  of 
Hospitals. 

Mr.  Betts.  Suppose  a  hospital  doesn't  live  up  to  those  standards. 
What  happens  ? 

Dr.  Graham.  It  isn't  registered,  and  if  it  isn't  registered,  it  can't 
be  surveyed  for  accreditation  by  the  Joint  Commission.  Consequently, 
they  are  not  able  to  develop  certain  programs  in  the  hospitals,  and 
there  are  some  States  in  the  country  where  if  you  are  not  registered 
and  then  accredited,  you  are  not  participating  in  third-party  pay- 
ments by  insurance  companies.  In  some  States  the  stipulation  is  that 
you  must  be  fully  accredited  to  be  paid  for  your  services. 

Mr.  Betts.  I  ask  that  because  I  have  a  complaint  from  a  community 
hospital  in  a  small  town  that  there  were  some  inspectors  in  there  not 
long  ago,  who  later  sent  the  hospital  three  or  four  sheets  of  require- 
ments in  the  way  of  corrections.  It  would  be  just  financially  impossible 
for  this  small  community  hospital  to  meet  all  of  these  requirements. 

I  am  not  arguing  for  substandard  operations,  but  it  just  seems  to  me 
that  somewhere  along  the  line  there  ought  to  be  some  flexibility  to  per- 
mit these  community  hospitals  to  operate  even  though  maybe  they 
can't  come  up  to  the  strict  requirements  of  the  standards. 

Is  that  a  Federal  matter,  under  medicare,  or  is  it  a  State  matter? 

Dr.  Graham.  It  is  a  combination  of  things.  Our  Joint  Commission, 
voluntary  accrediting  group,  is  in  the  process  of  revising  and  upgrad- 
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ing  the  standards.  If  the  hospital  doesn't  meet  the  existing  minimum 
standards,  we  question  its  ability  to  render  quality  care  to  the  patient 
admitted  to  it,  whether  there  was  the  Joint  Commission  survey  or  a 
State  certifying  body. 

Mr.  Betts.  This  was  a  State  survey,  but  there  were  indications  that 
the  State  inspectors  were  acting  under  some  Federal  regulations.  Is 
that  true  ? 

Dr.  Graham.  Yes,  sir ;  they  do.  They  have  a  set  of  standards. 
Mr.  Betts.  HEW  has  standards. 

Dr.  Graham.  Yes,  sir.  For  example,  if  at  the  beginning  of  the  medi- 
care program  in  States  if  you  were  accredited  by  the  Joint  Commis- 
sion, you  were  recognized  for  certification  to  admit  medicare  patients. 
If  you  weren't,  you  then  had  the  State  agency  on  behalf  of  HEW  use 
these  standards  developed  to  certify  that  hospital  for  medicare. 

Mr.  Betts.  If  a  hospital  doesn't  live  up  to  these  Federal  standards, 
what  happens  ?  Do  they  continue  in  existence  and  take  what  patients 
want  to  come  there  on  their  own?  Or  do  they  have  to  go  out  of 
business  ? 

Dr.  Graham.  Sometimes  the  inevitable  result  is  just  what  you  say. 
They  would  go  out  of  business.  They  are  urged  to  improve  the 
program. 

Mr.  Betts.  I  mean,  are  there  any  enforcement  proceedings  to  re- 
quire them  to  go  out  of  business  ? 

Dr.  Graham.  I  think,  again,  it  depends  on  the  State.  In  my  own 
State  of  New  York  there  is  a  certification  or  licensing  examination  by 
the  State  health  department.  If  you  don't  get  a  license,  of  course,  then 
you  don't  operate. 

Mr.  Betts.  But  under  the  Federal  regulations  what  happens? 

Dr.  Graham.  At  the  moment  I  can't  think.  They  just  don't  pay  them 
for  the  medicare  patient,  for  example.  If  they  are  not  certified,  then 
they  have  to  exist  on  other  patients  coming  there  with  their  physicians. 

Mr.  Betts-.  I  see.  Thank  you  very  much. 

Dr.  Graham.  You  are  welcome,  Mr.  Betts. 

The  Chairman.  Mr.  Schneebeli. 

Mr.  Schneebeli.  Following  Mr.  Betts'  questioning,  Dr.  Graham, 
if  a  hospital  is  not  accredited,  is  it  eligible  for  medicare  services  ? 

Dr.  Graham.  If  it  is  not  accredited.  You  mean  it  was  refused  accred- 
itation or  just  didn't  obtain  it  ? 

Mr.  Schneebeli.  If  it  is  not  accredited  by  your  association,  is  it  then 
refused  medicare  coverage  ? 

Dr.  Graham.  HEW  in  its  department  would  then  survey  the  hos- 
pital for  its  certification  to  take  medicare  patients. 

Mr.  Schneebeli.  For  its  own  determination  ? 

Dr.  Graham.  Yes,  sir. 

Mr.  Schneebeli.  But  in  all  likelihood  it  would  follow  the  line  of 
your  accreditation  board  ? 

Dr.  Graham.  Yes,  sir.  They  have  a  set  of  standards. 

Mr.  Schneebeli.  If  you  will  refer  to  page  6  in  your  testimony,  at 
the  bottom  of  page  6,  you  have  some  very  interesting  figures  here  on 
per-diem  cost  in  hospital  care.  They  are  both  interesting  and  alarm- 
ing. You  start  in  1967  at  $58,  and  then  you  go  to  1973  at  $98. 

To  get  a  10-year  projection,  what  was  your  per-diem  cost  in  1963  ? 
Would  you  know  relatively  ? 
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Mr.  Berke.  1963  ? 

Mr.  Schneebeli.  Yes,  sir. 

Mr.  Williamson.  Up  to  medicare  the  hospital  increases  were 
around  5  percent  a  year.  We  don't  have  a  figure,  but  if  you  work  back- 
ward, you  will  find  it. 

Mr.  Schneebeli.  As  a  matter  of  fact,  from  1963  to  

Mr.  Graham.  But  Mr.  Williamson  said  prior  to  medicare. 

Mr.  Schneebeli.  Oh. 

Mr.  Williamson.  If  you  take  the  intervening  years  plus  5  years, 
you  would  get  about  it. 

Mr.  Schneebeli.  I  asked  somebody  back  behind  here  what  the  1963 
costs  were.  And  I  was  advised  it  was  about  $40  a  day. 

Mr.  Williamson.  Roughly  it  would  be. 

Mr.  Schneebeli.  Now  in  1973  it  will  be  about  $100  a  day,  roughly. 
That  is  a  150-percent  increase,  isn't  it  ? 
Mr.  Williamson.  Yes,  sir. 

Mr.  Schneebeli.  Since  labor  costs  are  such  a  high  percentage  of 
your  total  cost — 65  to  70  percent,  are  you  saying  ? — is  there  any  restric- 
tion on  the  use  of  capital  investment  that  prevents  you  from  buying 
equipment  to  cut  down  on  labor  costs  ?  Is  this  a  factor,  that  you  don't 
have  the  available  capital  to  buy  the  necessary  equipment  which  may 
account  for  less  labor,  which  in  turn  would  cut  your  

Mr.  Williamson.  Very  much  so.  You  put  it  very  well. 

Mr.  Schneebeli.  Are  you  prevented  from  expanding  capital  items 
to  reduce  labor  costs  because  of  your  not  being  able  to  generate 
capital  ? 

Mr.  Williamson.  This  is  a  big  factor.  Of  course,  under  planning, 
we  hope  that  this  would  be  done  in  an  orderly  fashion  and  that  the 
capital  funds  would  be  made  available  where  clearly  indicated. 

Mr.  Schneebeli.  Has  there  been  any  thought  that  in  addition  to 
construction  funds  that  capital  funds  might  be  made  available  by  the 
Government  through  Hill-Harris  funds  in  order  to  install  equipment 
and  machinery  which  would  enable  you  to  cut  down  labor  costs  ? 

Mr.  Williamson.  I  think  we  are  all  endeavoring  to  do  that  in  our 
planning  for  our  hospitals  in  our  modernization  or  replacement,  get 
the  automated  

Mr.  Schneebeli.  Does  Hill-Harris  at  the  present  time  cover  capital 
improvements  ? 

Mr.  Williamson.  Yes ;  there  are  parts  1, 2,  and  3. 

Mr.  Schneebeli.  It  is  mostly  construction  ? 

Mr.  Williamson.  Yes ;  but  with  equipment  the  movable  and  improv- 
able equipment  is  included. 

]\£r.  Schneebeli.  I  would  like  to  get  into  this  point  about  these 
greater  facilities  and  the  concentrated  equipment,  et  cetera,  which  you 
now  have  in  hospitals  which  can  help  you  take  care  of  a  patient  in  a 
better  fashion. 

I  think  the  statement  was  made  that  the  use  of  modern  equipment 
has  accounted  for  a  reduction  from  10  average  patient  days  to  9 
patient  days. 

Mr.  Williamson.  Yes. 

Mr.  Schneebeli.  The  average  patient. 

Mr.  Williamson.  Yes ;  it  has. 
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Mr.  Schneebeli.  Is  part  of  this  incentive  of  getting  out  of  the  hos- 
pital early  due  to  the  cost  as  well  as  the  equipment?  You  have  two 
motivations  for  reduced  patient  days:  the  first  on  the  part  of  the 
patient,  the  cost  being  so  high  he  wants  to  get  out  

Mr.  Williamson.  Yes ;  and  I  think  there  is  one  more,  I  might  add, 
to  your  two,  and  that  has  to  do  with  distribution.  I  have  found  if  you 
don't  add  any  more  beds,  they  have  to  make  better  use  of  the  ones  they 
have,  and  they  are  planning,  if  you  will,  better  for  their  patients,  get- 
ting tests  done  before  they  come  into  the  hospitals  so  they  are  in  a 
shorter  time,  particularly  with  surgery. 

Mr.  Schneebeli.  Your  utilization  rate,  then,  is  better  even  by  about 
10  percent? 

Mr.  Williamson.  Yes. 

Mr.  Berke.  I  think  that  is  largely  a  question  of  utilization  more 
than  it  :s  equipment  or  anything  else. 
Mr.  Schneebeli.  Oh,  it  is  ? 
Mr.  Berke.  I  believe  so. 

Mr.  Schneebeli.  I  thought  possibly  the  better  equipment  enabled 
you  to  give  better  service  and  you  could  get  them  out  faster. 

Mr.  Berke.  I  think  that  plays  a  part,  but  I  think  the  largest  part 
right  now  is  the  more  effective  utilization  done  by  the  physicians. 

Mr.  Schneebeli.  On  page  4  you  talk  about  unemployment  coverage, 
which  would  increase  your  costs.  Are  they  reflected  in  your  projected 
figures  up  to  1973  ?  Unemployment  costs  are  in  those  figures  ? 

Mr.  Williamson.  No. 

Mr.  Schneebeli.  That  would  be  in  addition  to  the  $98  ? 
Mr.  Williamson.  Eight ;  it  would  be  in  addition  to  the  figures  we 
indicate. 

Mr.  Schneebeli.  Would  you  have  any  idea  how  much  that  would 
increase  that  cost? 

Mr.  Williamson.  No  ;  because  there  are  four  States  presently  under 
unemployment  compensation  where  they  are  in  the  general  program, 
and  it  costs  them  about  0.7  percent  of  payroll.  However,  the  way  that 
the  committee  has  written  them,  which  we  are  highly  in  favor  of  in 
the  b:ll  that  is  before  you,  you  allow  hospitals  to  rate  themselves  and 
pay  only  for  their  own  experience.  The  feeling  is  that  will  reduce  the 
cost  of  the  present  experience  very  markedly.  We  don't  know  exactly 
what  it  will  add,  however. 

Mr.  Schneebeli.  In  effect,  in  the  four  States  it  will  reduce  that  cost  ? 

Mr.  Williamson.  Yes. 

Mr.  Schneebeli.  But  it  will  probably  send  that  per-diem  cost  over 
$100? 

Mr.  Williamson.  Well,  it  is  going  to  add  whatever  it  adds,  that  is 
right. 

Mr.  Schneebeli.  Also,  Dr.  Graham,  you  indicate  somewhere  along 
the  line  on  this  2-percent  decrease  in  medicare  reimbursement,  which 
you  have  been  fighting  for  some  time,  that  you  are  getting  better 
cooperation  at  the  present  time  out  of  Commissioner  Ball's  office. 

Dr.  Graham.  We  have  been  getting  very  fine  cooperation. 

Mr.  Schneebeli.  Is  there  a  marked  contrast  to  what  it  was  a  year 
or  two  ago  ? 

Dr.  Graham.  No,  sir;  not  with  Commissioner  Ball.  We  have  al- 
ways had  excellent  relationships  and  understanding.  We  didn't  al- 
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ways  get  what  we  seemed  to  think  was  appropriate,  but  we  have 
never  had  any  problems  with  his  office. 

Mr.  Schneebeli.  Do  you  think  that  that  is  going  to  be  reconciled 
possibly  m  your  favor,  this  2-percent  decrease?  It  was  made  effective 
last  July,  wasn't  it? 

Dr.  Graham.  Yes,  the  2  percent  was  removed.  That  factor  did 
cover  unrecognized  costs  in  our  bill,  and  we  have  now  honed  and 
sharpened  these  areas  to  point  out  where  these  costs  do  lie. 

Mr.  Schneebeli.  Is  this  2  percent  still  in  effect,  however? 

Dr.  Graham.  No,  sir. 

Mr.  Schneebeli.  That  has  been  eliminated. 

Dr.  Graham.  Yes.  What  we  are  doing  at  the  moment  is  sharpen- 
ing up  what  this  meant.  We  knew  it  means  certain  things,  like  extra 
nursing  care  for  elderly  patients,  and  we  are  trying  to  balance  them 
out  now  with  Commissioner  Ball. 

Mr.  Schneebeli.  You  are  getting  very  good  cooperation  now  ? 

Dr.  Graham.  Yes,  sir ;  very  much  so. 

Mr.  Williamson.  When  you  get  a  chance,  chart  9  does  show  the 
projection  from  1963  to  1968  of  costs. 

Mr.  Schneebeli.  $40  to  $100  is  quite  an  increase. 
Mr.  Williamson.  Eight, 
Mr.  Schneebeli.  In  10  years. 
Mr.  Williamson.  Eight. 

Mr.  Schneebeli.  Well,  at  least  you  are  being  honest. 

Mr.  Williamson.  Try  to  be. 

Mr.  Schneebeli.  If  not  helpful. 

The  Chairman.  Mr.  Conable. 

Mr.  Conable.  Thank  you,  Mr.  Chairman. 

Gentlemen,  I  would  like  to  ask  you  to  what  extent  your  increased 
administration  costs,  which  you  describe  as  about  15  percent  result- 
ing from  medicare,  has  been  compensated  for  by  improved  collec- 
tions. There  have  been  a  great  many  collection  problems  for  hospitals 
in  the  past,  and  I  suspect  that  you  still  have  many.  But  I  suspect  also 
that  the  elderly  group  has  been  one  of  your  most  serious  co1  lection 
problems  simply  because  of  the  fact  that  so  many  of  them  don't 
have  the  resources  necessary  to  pay  for  their  final  illnesses. 

Mr.  Berke.  There  is  an  offsetting  factor  there,  though,  Mr.  Con- 
able, and  that  is  that  formerly  patients  over  65  who  carried  their 
own  insurance  and  had  their  own  resources,  and  there  were  large 
numbers  of  those,  paid  their  own  way,  and  we  charged  them  our 
established  rates. 

Mr.  Conable.  I  am  sure  that  is  so,  but  isn't  it  true  that  most  of 
the  insurance  companies  have  accommodated  to  a  degree,  anyway,  to 
medicare  and  many  people  carrv  their  own  insurance  still? 

Mr.  Berke.  Not  too  many.  You  are  talking  about  those  over  65. 
Those  over  65  may  carry  some  plus  insurance  now.  Many  of  them 
carrv  little  plus  insurance  for  a  private  room.  Is  that  what  you  mean? 

Mr  Conable.  Yes. 

Mr.  Berke.  All  I  am  saying  is  that  at  one  time  we  were  charging 
all  those  who  could  afford  to  pay.  Many  of  these  had  rooms  we  didn't 
charge,  though,  who  couldn't  afford  to  pay. 
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Mr.  Conable.  Those  who  could  you  were  charging  your  established 
rates,  but  those  are  anywhere  from  8  percent  to  12  percent  more  than 
medicare  is  paying 

Mr.  Berke.  fcio  while  the  accounts  are  receivable,  I  think  we  are  in 
a  somewhat  better  situation.  I  think  you  are  right  there. 

Mr.  Conable.  Do  you  have  any  statistics  on  collection  since  1965? 

Mr.  Berke.  I  don't  think  so.  I  think  there  has  been  an  improvement, 
yes. 

Mr.  Conable.  Mrs.  Griffiths  talked  a  good  deal  about  the  problem 
of  80-percent  utilization.  Really,  it  has  long  been  a  problem  not  of 
supply  but  of  distribution,  not  only  geographically  but  distribution 
in  point  of  time.  And  any  hospital  that  has  a  100-percent  utilization 
rate  other  than  in  February  and  March  is  in  some  trouble  isn't  it? 

Mr.  Berke.  That  is  correct.  We  have  variations  throughout  the 
year. 

Mr.  Conable.  And  so  you  are  never  going  to  get  100-percent  utiliza- 
tion on  a  year-round  basis,  are  you  ? 

Mr.  Berke.  I  would  say  that  is  impossible  in  medical  and  surgical. 
As  a  matter  of  fact,  it  is  something  you  wouldn't  want.  You  would 
end  up  with  a  very  inefficient  type  of  operation. 

Mr.  Conable.  Now,  what  percentage  of  the  local  utilization  of  a 
hospital  is  medicare  and  medicaid  now  ? 

Dr.  Graham.  Again,  I  give  you  my  own  experience.  It  is  about 
30  percent  in  my  hospital,  medicare,  and  about  5  percent  medicaid. 

Take  New  York  City,  there  are  certain  hospitals,  certain  areas  of 
New  York  City  where  80  percent  are  medicaid  and  possibly  as  high  as 
50  percent  medicare.  Mr.  Berke  could  give  you  his  experience. 

Mr.  Berke.  In  our  own  case  we  have  a  combination  of  medicare 
and  medicaid  of  about  30  percent  of  patients,  representing  about  40 
percent  of  patient-days,  because  they  stay  longer. 

Mr.  Williamson.  The  nationwide  figures,  Mr.  Conable,  is  the  aged 
now  are  occupying  one-fifth  of  the  admissions  and  one-third  of  the 
total  patient-days,  and  that  is  for  about  one-tenth  of  the  population, 
and  it  isn't  decreasing. 

Mr.  Conable.  Unless  you  are  able  to  get  a  better  reimbursement 
arrangement  on  capital  expenditures  and  so  forth,  the  other  70  or 
50  percent,  as  the  case  may  be,  you  are  going  to  have  to  carry  the 
total  cost  of  that  in  nonpublic  cases ;  aren't  you  ? 

Dr.  Graham.  Yes,  sir. 

Mr.  Conable.  And  that  is  why  it  is  important  that  we  get  some  sort 
of  reimbursement  basis  that  does  represent  the  Government's  interest 
in  this  particular  aspect  of  hospital  costs. 

Mr.  Landrum.  Mr.  Conable,  will  you  yield  for  just  a  moment? 

Mr.  Conable.  Yes ;  I  yield. 

Mr.  Landrum.  On  the  question  you  asked  him,  I  would  like  you  to 
answer  again  on  what  percentage  nationwide  of  the  aged  use  the  hos- 
pitals. Give  that  figure  again,  please. 

Mr.  Williamson.  One-fifth  of  the  total  admissions  in  hospitals,  and 
using  one-third  of  the  total  days  of  care  and  their  stay  is  about  twice 
as  long  as  the  younger  age  groups  in  the  population.  Those  are  three 
elements. 

Mr.  Landrum.  Thank  you. 
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Mr.  Conable.  I  would  be  interested  also  in  knowing  what  kind  of 
assumptions  go  into  a  projection  of  average  per  diem  costs  of  hospital 
care  of  $98.37  in  1973  ?  Do  you  assume  a  continuation  of  inflation  ?  Do 
you  assume  further  adjustments  in  the  minimum  wage  which  are  en- 
tirely likely  ? 

Dr.  Graham.  Yes,  sir. 

Mr.  Conable.  You  make  all  those  assumptions ;  do  you  ? 
Dr.  Graham.  Yes,  sir. 

Mr.  Conable.  In  other  words,  you  have  a  great  many  variables  in 
here.  Your  accuracy  in  the  past  has  been  fairly  good,  has  it  ? 

Dr.  Graham.  Fairly  good ;  yes,  sir.  We  hope  it  continues. 

Mr.  Williamson.  On  pages  19  and  20,  Mr.  Conable,  of  this  series  of 
charts  they  have  listed  the  factors  that  have  been  included  in  the 
projections. 

Mr.  Conable.  I  am  pleased  to  hear  what  you  say  about  your  relation- 
ship with  Commissioner  Ball.  Let  me  ask  you  this. 

How  is  the  backlog  on  collections  from  the  public  programs  now  for 
hospitals  ?  There  were  times  shortly  after  medicare  was  instituted  when 
there  were  very  serious  bottlenecks,  particularly  with  respect  to  the 
administration  by  intermediaries,  and  hospitals  in  my  area,  anyway, 
were  as  much  as,  oh,  14,  16  months  behind,  particularly  as  a  result  of 
those  programs  that  had  deductible  items,  simply  because  the  com- 
puters weren't  able  to  handle  all  the  applications.  Many  of  these  were 
very  small  charges,  which  had  to  be  checked  for  utilization  of  the  de- 
ductible interest. 

Does  this  problem  continue,  or  have  we  pretty  well  ironed  out  the 
administrative  bugs  on  the  intermediary  level  and  on  the  level  of  the 
Social  Security  Administration  itself  ? 

Dr.  Graham.  I  think  we  have  solved  a  number  of  them.  We  still 
have,  as  we  pointed  out,  some  continuing  on  the  administrative  aspects 
of  determining  the  responsibility  of  who  pays  what  to  whom  and  how 
much. 

Mr.  Conable.  As  I  recall,  this  sort  of  thing  required  substantial  in- 
crease in  the  operating  capital  of  the  typical  nonprofit  hospital,  which 
was  difficult  for  them  to  carry  because  they  simply  didn't  have  those 
margins.  This  is  not  a  serious  problem  any  longer  ? 

Dr.  Graham.  No;  the  intermediaries  are  advancing  payments  to 
hospitals.  They  started  that  some  time  ago.  This  is  sort  of  a  quotation 
alone  to  keep  the  cash  flow  going.  Then  they  would  audit,  of  course, 
and  make  a  reevaluation  and  settlement  at  the  end  of  an  auditing 
period. 

Mr.  Conable.  I  suppose  also  that  if  there  are  problems  in  some  areas 
the  hospitals  by  now  have  their  operating  capital  up  to  the  point  where 
they  can  afford  to  carry  that  additional  

Mr.  Berke.  I  wish  that  were  true.  I  am  not  sure  that  it  is. 

Mr.  Conable.  They  don't  have  much  alternative,  do  they,  if  they 
are  going  to  meet  their  payrolls  ? 

Mr.  Berke.  We  have  long-term  credit  allowances  from  those  who 
supply  us  with  materials.  I  think  in  some  parts  of  the  country  this 
would  be  truer  than  others,  but  the  problem  isn't  completely  resolved. 
It  is  much  better  than  it  used  to  be,  but  it  is  not  resolved. 

Mr.  Conable.  You  feel  that  a  straight  coinsurance  rather  than  a 
deductible  interest  is  the  answer  on  
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Dr.  Graham.  Yes,  sir ;  very  much.  It  clarifies  a  lot  of  confusion. 
The  Chairman.  Mr.  Collier. 

Mr.  Collier.  I  was  told  shortly  after  the  medicare  program  went 
into  effect  that  it  required  many  hospitals  to  add  additional  clerical 
help  because  of  the  problems  involved  in  filling  out  the  necessary 
forms  and  perform  a  myriad  of  other  clerical  detail.  In  fact,  I  have 
been  told  that  this  requires  from  one  to  three  additional  employees, 
depending  upon  the  size  of  the  facility.  Has  this  been  reflected  in  an 
increase  in  hospital  costs  which  are  absorbed  by  all  of  the  patients, 
not  just  the  medicare  patients  ? 

Dr.  Graham.  Yes,  sir;  this  is  true.  I  refer  to  this  on  page  5,  about 
a  15-percent  increase  in  administrative  and  general  man-hours  during 
the  first  12  months  of  medicare. 

Mr.  Collier.  Is  anything  being  done  in  an  effort  to  streamline  the 
paper  work  involved  here  so  that  to  some  degree  it  can  be  alleviated  ? 

Dr.  Graham.  I  think  the  beginning  efforts  have,  of  course,  added 
to  our  cost  in  getting  into  the  computer  system  of  streamlining  and 
speeding  it  up  the  same  as  the  third-party  payers  are  getting  into  it 
too,  and  this  is  adding  to  our  cost.  We  hope  eventually  there  might 
be  a  flattening  out  and  more  productivity,  if  I  may  use  that  word,  in 
that  area  of  producing  the  records  on  the  EDP  equipment. 

Mr.  Berke.  We  are  also  entering  into  discussions  with  Social  Se- 
curity in  an  attempt  to  cut  down  some  of  the  paper  work  and  stream- 
line some  of  the  work.  We  think  that  would  be  productive. 

Mr.  Collier.  Do  you  think  it  is  possible  ? 

Mr.  Berke.  I  think  so. 

Mr.  Collier.  Just  one  other  question.  In  attempting  to  evaluate  the 
projected  costs  in  your  testimony  on  page  6,  inasmuch  as  65  to  TO 
percent  of  the  costs  involved  are  attributable  to  personnel,  is  this  to 
assume,  on  a  general  basis,  of  course,  that  if  there  is  going  to  be  a  60- 
percent  increase  in  the  average  per  diem  costs  of  hospital  care  between 
now  and  1973  that  part  of  the  factors  being  used  to  arrive  at  these 
projections  would  be  in  the  anticipated  60-percent  increase  in  salaries 
between  now  and  1973  ? 

Mr.  Berke.  I  am  not  sure  it  is  60  percent  precisely,  but  it  does  take 
into  consideration,  and  I  think  rather  conservatively,  the  type  of 
salary  increase  we  are  going  to  have  to  give  the  personnel  in  the  next 
several  years.  I  think  we  are  being  rather  conservative  in  the  ap- 
proach here.  I  think  our  projection  is  an  accurate  one. 

Mr.  Collier.  As  I  say,  since  this  is  70  percent  of  the  cost,  one  would 
have  to  assume  that  a  major  factor  in  this  would  be  the  projection  of 
cost. 

Mr.  Berke.  Yes;  a  major  factor  would  be.  I  am  just  not  sure  that 
69  percent  is  the  figure, 

I  want  to  point  out  in  1966  the  nurses  in  California  and  other  parts 
of  the  country  got  a  14-percent  increase  and  the  increase  that  they  just 
got  m  the  bay  area  is  another  15  percent,  and  the  other  unions  with 
whom  we  are  negotiating  now  are  asking  for  some  rather  staggering 
increases,  nothing  like  the  5  or  6  percent  that  one  was  accustomed  to 
5  or  6  years  so. 

Mr.  Collier.  Generally  speaking,  what  has  been  the  increase— and 
this  is  my  last  question— of  salaries  for  practical  nurses  ?  And  I  don't 
say  this  m  any  vein  of  criticism.  But  what  has  been  the  general  in- 
crease m  this  area  alone  m  the  last  4  years,  let's  say,  or  3  years? 
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Dr.  Graham.  In  our  particular  hospital  we  established  the  practical 
nurse  at  75  percent  of  the  R.N.  rate,  and  they  still  get  the  same  per- 
centage increases,  but  there  is  this  25-percent  differential  between  the 
two  categories  of  nursing  personnel  in  my  situation. 

Mr.  Berke  might  comment  on  it  too. 

Mr.  Berke.  We  maintain  roughly  the  same  differential  so  that  they 
would  have  this  increase.  They  got  a  sizable  increase  in  1966  along 
with  the  nurses,  and  I  don't  recall  precisely  what  it  was,  Mr.  Collier, 
but  we  maintain  the  same  differential,  and  we  are  in  negotiations  with 
the  licensed  nurses  right  now  in  the  bay  area. 

Mr.  Collier.  Thank  you  very  much.  That  is  all  I  have. 

The  Chairman.  Any  further  questions? 

Mrs.  Griffiths.  I  have  one. 

The  Chairman.  Mrs.  Griffiths. 

Mrs.  Griffiths.  What  is  the  differential  you  maintain  between 
nurses  and  doctors? 

Dr.  Graham.  Differential  between,  j^ou  mean,  interns  and  residents? 

Mrs.  Griffiths.  Well,  interns  and  residents  and  then  the  average 
M.D. 

Dr.  Graham.  Of  course,  I  don't  pay  M.D.'s,  if  you  will. 

Mrs.  Griffiths.  All  right,  what  do  you  maintain  between  interns 
and  residents  and  nurses? 

Dr.  Graham.  The  interns  in  my  establishment  are  getting  less  than 
my  nurses  right  now,  starting  rate. 

Mrs.  Griffiths.  What  about  the  residents? 

Dr.  Graham.  The  residents  are  above  the  head  nurses. 

Mrs.  Griffiths.  And  do  you  have  a  rate  that  you  maintain,  or  do 
you  not  ? 

Dr.  Graham.  Yes;  we  establish  a  salary  rate  for  the  interns  and 
residents,  and  I  might  say  the  residents,  the  chief,  who  may  be  in  his 
fourth  year  of  training  or  fifth,  is  below  the  supervisory  nursing  per- 
sonnel. 

Mrs.  Griffiths.  But  what  is  the  differential? 

Dr.  Graham.  As  far  as  dollars  is  concerned,  the  beginning  rate  for 
my  supervisory  personnel  is  $9,500.  The  residents  start  around  $8,000 
and  go  up  to  about  $9,000. 

Mrs.  Griffiths.  And  what  about  interns  ? 

Dr.  Graham.  Interns  in  my  establishment  get  $7,000  a  year,  includ- 
ing all  keep.  I  don't  know  how  long  this  will  last. 

Mrs.  Griffiths.  And  how  much  do  nurses  get  ? 

Dr.  Graham.  The  nurses — now,  you  speak  of  the  graduate  nurses  in 
my  establishment  ? 

Mrs.  Griffiths.  Yes. 

Dr.  Graham.  In  my  establishment  they  start  at  $6,800,  right  out  of 
nursing  school. 

Mrs.  Griffiths.  So  she  is  really  getting  less  than  the  intern,  too; 

isn't  she? 

Dr.  Graham.  As  she  comes  out  of  school,  in  those  figures  I  have 
just  given  you ;  yes. 

Mr.  Berke.  I  am  not  sure  we  try  to  relate  the  interns  and  residents 
to  any  other  personnel  in  this  hospital.  We  don't  regard  them  as  exactly 
the  same  thing. 
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Mrs.  Griffiths.  And  I  would  say  there  is  no  relationship  between 
what  a  doctor  draws  and  a  nurse. 

Mr.  Berke.  No,  and  the  same  thing  is  true  of  those  of  us  who  have 
paid  physicians.  The  paid  physicians  may  well  earn  $45,000  a  year  and 
up,  and  our  nurses  with  fringe  benefits,  et  cetera,  start  at  about  exactly 
the  same  as  Dr.  Graham  says,  but  when  we  figure  the  fringe  benefits, 
we  have  a  nurse  starting  at  a  little  less  than  $10,000  a  year,  and  there  is 
no  relationship. 

Mrs.  Griffiths.  What  is  your  hopsital  ? 

Mr.  Berke.  Mount  Zion  Hospital  in  San  Francisco. 

Mrs.  Griffiths.  Thank  you. 

The  Chairman.  Any  further  questions  ? 

If  not,  again  we  thank  you  gentlemen  for  coming  to  the  committee. 
You  have  been  very  helpful  to  us. 

Mr.  Broyhill.  Mr.  Chairman,  I  have  some  questions  that  I  had  in- 
tended to  ask  the  Secretary  of  HEW,  but  I  was  unable  to  be  here  at 
the  time  I  would  have  had  the  opportunity  of  asking  them.  I  should 
like  to  submit  the  questions  to  the  Secretary  and  have  the  questions 
and  his  answers  printed  in  the  record.  I  would  like  to  ask  consent 
for  that. 

The  Chairman.  As  of  the  time  he  appeared  ? 
Mr.  Broyhill.  Yes. 

The  Chairman.  Without  objection,  you  have  that  privilege. 
Mr.  Broyhill.  Thank  you. 
(Seep.  613.) 

The  Chairman.  The  Chair  observes  our  colleague  from  New  York 
is  now  in  the  room,  Mr.  Lowenstein. 

We  are  pleased  to  have  you  with  us  this  morning,  and  you  are  rec- 
ognized, Mr.  Lowenstein. 

STATEMENT  0E  HON.  ALLARD  K.  LOWENSTEIN,  A  REPRESENTA- 
TIVE  IN  CONGRESS  PROM  THE  STATE  0E  NEW  YORK 

Mr.  Lowenstein.  Mr.  Chairman,  I  appreciate  the  kindness  of  the 
committee  in  allowing  me  to  appear  at  this  delayed  time.  I  am  pleased 
to  be  here  to  testify  about  the  proposed  Family  Assistance  Act  and  to 
talk  generally  about  how  we  might  begin  to  overhaul  the  welfare 
system. 

We  have  finally  come  to  understand  what  welfare  recipients  have 
known  for  years — that  the  current  welfare  system  is  a  failure,  and 
that  fundamental  changes  in  welfare  must  be  made  if  we  are  to  undo 
the  damage  to  individuals  and  society  which  must  result  when  gov- 
ernments pursue  programs  that  trap  large  numbers  of  people  in  a 
sort  of  guaranteed  poverty. 

Boswell  once  suggested  that  "a  decent  provision  for  the  poor  is  a 
true  test  of  civilization."  By  that  test  this  civilization  doesn't  do  very 
well,  considering  our  resources  and  our  promises.  We  have  continued 
to  substitute  one  inadequate  program  for  another,  always  in  the  name 
of  progress.  We  must  now  examine  the  administration  proposals 
carefully  to  see  where  they  undertake  constructive  reforms  and  enact 
those  parts  of  it,  and  to  see  where  their  promises  vary  from  probable 
results  and  to  revise  those  parts  of  it. 
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Rhetoric  that  is  inconsistent  with  reality  is  one  of  the  cruelest  as- 
pects of  the  current  plight  of  both  our  low-  and  middle-income 
families,  and  we  must  not  extend  these  cruel  inconsistencies  further. 

I  want  to  commend  the  President  for  supporting  a  number  of  im- 
portant proposals  that  have  long  been  advocated  by  proponents  of 
welfare  reform. 

First,  the  administration  plan  acknowledges  and  accepts  as  a  Fed- 
eral responsibility  the  placing  of  a  floor  under  the  income  of  those 
eligible  for  assistance  that  will  give  some  relief  to  recipients  in  States 
where  benefit  levels  are  now  inhumanly  meager. 

Second,  it  recognizes  as  poor,  the  12.4  million  people  now  living 
below  the  poverty  line  and  not  heretofore  provided  social  service 
assistance. 

Third,  it  abolishes  the  degrading  ufather-in-the-house*'  rule,  which 
encourages  family  disunity  and  has  been  impossible  to  enforce. 

Fourth,  it  enacts  incentives  to  work  so  there  would  no  longer  be  a 
100-percent  tax  on  the  earned  income  of  welfare  recipients. 

And,  fifth,  it  provides  national  eligibility  standards  for  those  re- 
ceiving Federal  assistance  under  the  new  program. 

These  fundamental  measures,  however,  are  in  danger  of  substantia] 
emasculation  because  of  serious  inadequacies  in  specific  administration 
proposals  to  implement  the  overall  plan,  inadequacies  that  go  to  the 
very  heart  of  the  plan.  Unless  we  correct  these  inadequacies,  the  plan 
itself  will  become  yet  another  cruel  trick  on  both  the  welfare  recipient 
and  the  taxpayer. 

First,  the  family-assistance  plan  provides  as  the  basic  level  of  pay- 
ments $1,600  for  a  family  of  four,  or  approximately  $1.10  per  day  for 
each  family  member.  This  allowance  is  not  merely  inadequate ;  it  pro- 
Abides  only  50  percent  of  what  the  Federal  Government  itself  has  de- 
scribed elsewhere  as  a  minimum  standard  for  living  decently.  In  fact, 
$1,600  is  actually  Jess  than  half  of  the  poverty  floor  of  $3,555  set  by 
the  Social  Security  Administration. 

How  does  the  Administration  expect  an  American  in  1970  to  man- 
age to  meet  basic  needs  on  $1.10  a  day — to  pay  for  rent,  heat,  trans- 
portation, food,  furniture?  How  can  we  expect  a  child  raised  under 
these  conditions  to  grow  up  as  a  healthy,  adjusted  person  when  simply 
by  the  fact  of  his  birth  he  is  forced  to  grow  up — amidst  unparalleled 
prosperity  on  all  sides — on  $1.10  a  day  ? 

Given  the  fact  that  in  most  cases  the  family  now  on  welfare  is  in- 
capable of  adding  outside  income  to  the  proposed  family-assistance 
payment,  and  given  the  fact  that  the  Administration  realizes  that  the 
allowance  is  inadequate,  shouldn't  we  face  at  last  the  real  question 
confronting  this  country  so  far  as  poverty  is  concerned :  Can  Amer- 
icans in  1970,  so  many  of  us  with  wall-to-wall  television,  dieting  prob- 
lems, trips  abroad,  and  the  rest — can  we  allow  children  in  this  coun- 
try to  grow  up  on  the  amount  of  money  per  day  which  we  spend 
to  park  a  car  for  2  hours  ? 

We  can  afford  to  eliminate  poverty.  Knowing  that,  can  we  afford 
not  to?  Specifically,  we  can  afford  twice  what  the  Administration 
proposes,  we  can  set  a  floor  of  $3,200  a  year  for  a  family  of  four — a 
floor  that  would  take  into  account  the  inescapable  fact  that  anything 
less  than  that  will  commit  a  very  large  number  of  our  own  people — 
the  very  young  and  the  very  old  especially — to  live  in  poverty  during 
their  most  dependent  periods. 
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Economics  as  well  as  morality  suggest  that  we  must  do  much  better 
by  these  young  people.  What  a  waste  to  consign  them  to  privation  dur- 
ing their  formative  years.  We  scratch  our  heads  and  wonder  why 
people  boil  into  riots  and  why  some  mutter  about  revolution.  We  wag 
ringers  and  gasp  about  the  increase  in  crime  and  violence.  Yet  more 
than  2,000  years  ago  Aristotle  told  us  that  poverty  was  the  parent  of 
revolution  and  crime.  We  learn  some  lessons  very  slowly.  We  become 
more  affluent  but  not  more  civilized. 

In  the  past  it  could  be  said  that  resources  limited  what  could  be 
done  about  this  state  of  affairs.  Not  so  now.  We  can  set  the  minimum 
allowance  at  $3,200  per  year  and  protect  recipients  against  the  rising 
cost  of  living,  which  has  risen  in  a  short  period  of  time  by  almost 
8  percent  for  a  family  of  four. 

Second,  the  administration  plan  discriminates  against  those  States 
that  are  already  most  overburdened  with  the  cost  of  public  and  medical 
assistance.  The  State  of  New  York,  for  example,  would  receive  6  per- 
cent of  the  Federal  welfare  aid,  while  she  finances  15  percent  of  the 
Nation's  welfare  recipients.  The  $60  per  capita  State  and  local  ex- 
penditure in  New  York  is  nearly  double  the  $37  per  capita  offered  in 
Mississippi  and  Alabama,  and  nearly  50  percent  greater  than  the  $42 
national  average.  The  $457.84  per  capita  of  State  and  local  taxes  in 
New  York  is  nearly  triple  the  $192.06  in  Alabama  and  the  $196.72  in 
Mississippi.  And  it  is  50  percent  greater  than  the  national  average  of 
$309.51  [1967  figures]. 

Yet  the  President's  plan  offers  very  little  relief  to  those  States  that 
already  bear  the  lion's  share  of  the  load.  It  would  provide  the  greatest 
financial  relief  to  those  States  that  are  notorious  for  disregarding  the 
needs  of  their  poor,  both  white  and  black,  that  maintain  minimal 
assistance  levels.  For  instance,  of  the  eight  States  below  the  $1,600 
minimum — the  States  that  would  benefit  from  this  proposal — seven  are 
in  the  Deep  South.  The  Federal  Government  now  finances  approxi- 
mately 75  percent  of  the  total  cost  of  their  public  assistance,  compared 
to  53  percent  nationwide  and  40  to  50  percent  in  the  larger  industrial- 
ized States. 

The  President  would  increase  the  Federal  share  for  those  southern 
States.  May  I  emphasize  that  I  clo  not  object  to  that.  I  think  the  blight 
of  poverty  should  be  removed  from  all  parts  of  America.  But  I  do 
object  to  discrimination  against  those  States  that  have  attempted  to 
provide  more  humane  support  levels.  The  Federal  Government  must 
bear  a  measure  of  responsibility  commensurate  with  the  amount  of  tax 
money  it  takes  from  these  States. 

Last  May  Mrs.  Chisholm  and  I  introduced  a  bill  that  would  begin  to 
do  this  by  setting  Federal  standards  and  requiring  the  Federal  Gov- 
ernment to  bear  90  percent  of  the  cost  of  public  assistance  benefits. 
However,  I  would  be  glad  to  support  a  proposal  to  raise  the  level  of 
Federal  support  to  $3,200  a  year  on  the  family  assistance  plan  as  a 
better  way  to  attack  the  basic  problem. 

My  third  and  last  major  area  of  concern  with  the  administration 
plan  is  the  proposed  scheme  of  work  requirements,  which  strikes  me  as 
somewhat  misleading,  or  at  least  confused.  Contrary  to  popular  myth, 
it  will  not  force  a  hoard  of  able-bodied  loafers  off  the  rolls,  since  at  last 
count  there  were  only  about  80,000  employable  males  on  welfare.  The 
vast  majority  of  AFDC  recipients,  as  much  as  99  percent  according  to 
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one  Federal  survey,  cannot  in  fact  go  to  work  for  one  good  reason  or 
another. 

The  political  impact  of  the  existence  of  these  relatively  few  people 
who  would  be  affected  by  these  work  requirements  is,  of  course, 
enormous.  But  we  should  not  let  that  confuse  us  about  the  realities. 

So  while  I  favor  the  implementation  of  reasonable  work  incentives 
and  requirements,  I  hope  we  don't  fool  ourselves  or  the  public  into 
believing  this  will  affect  more  people  and  more  money  than  in  fact 
it  will. 

The  President's  plan  properly  exempts  mothers  of  pre-school  chil- 
dren from  the  requirement  to  register  for  work  and  training.  Further, 
we  all  know  that  many  mothers  whose  children  have  attained  school 
age  also  have  valid  reasons  for  wishing  to  be  at  home  with  these  chil- 
dren. But,  in  any  case,  most  of  the  1,278,000  mothers  on  relief  have 
children  under  six,  and  so  cannot  be  required  to  leave  their  children. 

One  questionable  aspect  of  the  work-requirement  provisions  is  the 
Administration  proposal  that  these  provisions  be  administered  by 
state  employment  agencies.  The  proposal  leaves  the  definition  of 
"eligibility"  and  of  "good  cause"  not  to  work  to  the  discretion  of  these 
state  agencies,  without  explicit  Federal  standards  governing  work  re- 
ferral and  wages  to  be  paid,  and  without  provisions  to  assure  that 
present  welfare  recipients  do  not  end  up  with  a  lower  level  of  benefits 
than  they  presently  receive. 

May  I  point  out,  Mr.  Chairman,  that  some  of  these  State  agencies 
have  made  a  major  contribution  to  the  failure  of  the  present  welfare 
system  by  the  way  they  have  administered  these  programs.  There  has 
been  altogether  too  much  racial  discrimination — any  would  be  too 
much — and  in  some  States  a  general  insensitivity  and  bureaucratic 
ineptitude. 

In  fact,  some  State  agencies  have  time  and  again  ignored  the  law. 
This  was  one  of  the  reasons  that  I  introduced  H.E.  11662,  which  would 
provide  uniform  Federal  standards  for  all  cash  public-assistance  pro- 
grams. I  am  pleased  that  the  administration  wants  to  adopt  uniform 
Federal  standards  for  the  cash  assistance  part  of  their  proposal.  But 
I'm  not  sure  it  makes  good  sense  to  leave  crucial  parts  of  the  adminis- 
tration of  the  plan  to  State  agencies. 

The  will  of  Congress  was  expressed  on  another  important  matter 
in  Section  402(A)  (23)  of  the  1967  amendments  to  the  Social  Security 
Act,  the  cost-of-living  escalator,  which  required  all  States  as  of  July  1, 
1969,  to  adjust  benefit  levels  to  reflect  fully  the  cost-of-living  increases. 
But  the  will  of  Congress  on  this  matter  has  been  defied,  or  at  least 
ignored,  by  many  States,  including  my  own,  and  the  Federal  Govern- 
ment has  had  to  stand  idly  by. 

So  I  would  ask,  Mr.  Chairman,  what  are  we  going  to  do  about  those 
States  that  ignore  Federal  statutes  and  generally  act  as  if  Federal 
requirements  are  to  be  taken  lightly  in  these  critical  areas  ? 

Finally  on  this  point,  Mr.  Chairman,  I  wonder  if  it  is  wise  to  allow 
the  same  administrators  who  in  Mississippi,  for  example,  have  priced 
the  value  of  a  child  at  $13  a  month  to  have  the  right  to  decide  which 
people  must  accept  work-training  to  qualify  for  assistance.  Unless 
stringent  Federal  standards  are  formulated  and  enforced,  this  author- 
ity can  be  used  to  assure  a  continued  supply  of  cheap  labor  at  the 
Federal  wage  of  $1.60  per  hour  for  many  employers,  especially  in 
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agricultural  areas.  It  is  the  Federal  responsibility  to  avoid  creating 
a'gleaming  new  super-structure  that  does  nothing  more  than  saran- 
wrap  agencies  that  have  been  inadequate  in  the  past. 

Federal  standards  must  be  adopted  to  insure  that  work  require- 
ments do  not  violate  the  13th  Amendment  abolishing  involuntary 
servitude,  that  they  match  the  recipient's  physical  and  mental  ca- 
pacity for  handling  permanent  employment,  that  the  States'  defini- 
tion of  "good  cause"  for  refusal  to  register  to  work  has  the  required 
flexibility  to  meet  individual  situations  and  that  the  job  training  that 
State  and  Federal  Governments  provide  for  recipients  trains  them  for 
jobs  that  offer  some  future. 

Gentlemen,  we  have  made  this  pledge  so  often :  that  we  will  free 
our  poor  from  the  debilitating  hold  of  poverty.  But  to  date  we  have 
lacked  the  will  to  make  good  on  that  pledge,  even  when  the  resources 
have  been  available  to  carry  it  out.  Now  military  costs  obtrude,  and  we 
will  have  to  reorder  our  priorities  if  we  are  to  end  poverty.  But  the 
time  for  delays  and  excuses  has  run  out,  and  on  this  question  at  least 
we  must  finally  square  rhetoric  with  reality,  either  by  abandoning  the 
rhetoric  or  changing  the  reality  for  millions  of  Americans. 

Nor  can  we  allow  the  middle  class  to  be  required  to  bear  a  dispro- 
portionate part  of  the  cost  of  doing  right  by  the  poor.  If  our  taxes 
are  collected  equitably  and  spent  wisely,  if  the  principle  of  work  in- 
centive is  applied  fairly,  and  if  the  Federal  Government  meets  its 
obligations  properly,  there  is  no  reason  why  Americans  of  all  income 
groups  cannot  look  forward  to  living  in  much  sounder  economic 
circumstances. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Congressman  Lowenstein,  for  discuss- 
ing these  matters  before  the  committee  and  giving  us  your  views. 
Any  questions  of  Mr.  Lowenstein  ? 
Mr.  Burke.  Mr.  Chairman. 
The  Chairman.  Mr.  Burke. 

Mr.  Burke.  Are  you  in  favor  of  having  the  Federal  Government 
take  over  the  entire  welfare  system  of  the  Nation? 

Mr.  Lowenstein.  The  bill  I  have  referred  to  would  take  over  90 
percent  of  the  cost  and  set  Federal  standards.  I  am  prepared  to  sup- 
port a  proposal  for  the  Federal  Government  to  take  over  the  full 
cost  under  conditions  that  would  be  consistent  with  some  of  the  Pres- 
ident's proposals,  but  I  don't  think  that  is  the  only  way  to  cope  with  the 
problem  at  this  stage. 

Mr.  Burke.  Yesterday  we  had  some  severe  criticism  of  the  man- 
power-training program  in  New  York  State.  Has  the  manpower- 
training  program  produced  anything  in  New  York  that  would  be  of 
benefit  to  the  poor  ? 

Mr.  Lowenstein.  Some,  but  less  than  one  would  have  hoped.  Less 
than  could  now  be  produced  if  we  learn  from  past  errors.  Manpower- 
training  programs  should  be  of  enormous  assistance  in  giving  people 
the  capacity  to  work  in  kinds  of  jobs  that  have  some  kind  of  future. 
Those  kinds  of  jobs  obviously  add  incentive,  so  good  training  pro- 
grams can  help  by  providing  incentives  and  capabilities  as  well  as 
opportunities. 

Any  real  effort  to  combat  poverty  should  also  include  minimum 
wage  levels  high  enough  so  anyone  who  works  receives  an  income 
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substantially  higher  than  he  would  get  if  he  didn't  work.  But  we  must 
not  use  the  fact  that  there  are  some  people  who  are  employable  and 
are  not  now  employed  as  an  excuse  to  deny  assistance  to  the  mass  of 
people  who  are  not  employable  because  of  age,  physical  disability,  or 
having  to  take  care  of  little  children,  and  so  forth. 

Mr.  Bttrke.  How  do  you  feel  about  the  mother  who  is  at  home  with 
children  who  feels  that  her  place  is  in  the  home  to  raise  her  children 
in  a  proper  way?  Should  she  have  the  right  to  decline  this  training 
program  because  she  feels  it  is  in  the  best  interest  of  her  children  to 
stay  at  home  ?  Should  there  be  a  requirement  forcing  her  into  a  train- 
ing program  ? 

Mr.  Lowenstein.  As  I  suggested  in  my  opening  comments,  even 
when  children  have  attained  school  age,  millions  of  mothers  still  have 
valid  reasons  for  preferring  to  stay  at  home  with  their  children,  and 
I  am  not  prepared  to  support  the  idea  that  every  mother  whose  child 
attains  the  age  of  six  should  then  be  required  to  go  to  work.  Many  of 
them  want  to,  and  that  is  an  important  factor,  but  there  are  considera- 
tions, as  you  suggest,  connected  with  what  is  best  for  the  children  that 
are  important,  too. 

Mr.  Burke.  In  New  York  there  is  a  great  drive  on  the  part  of  many 
of  the  philanthropic  organizations  to  have  the  Federal  Government 
increase  its  contribution  toward  the  care  of  child  welfare.  These  are 
the  children  who  are  wards  of  the  State  who  have  no  parent  to  take 
care  of  them. 

The  appropriation  for  child  welfare  services  this  year  calls  for  $57 
million  on  the  part  of  the  Federal  Government.  The  authorization  is 
$110  million.  Don't  you  believe  that  something  should  be  done  on  this 
problem  where  the  Federal  Government  is  only  contributing  approxi- 
mately 6-to-9  percent  toward  the  upkeep  of  these  children  ? 

Mr.  Loavensteix.  I  certainly  do.  I  certainly  appreciate  your  stress- 
ing that  point.  I  think  you  are  exactly  right. 

Mr.  Burke.  Thank  you. 

That  is  all,  Mr.  Chairman. 

Mr.  Watts  (presiding) .  Any  further  questions  ? 
Mrs.  Griffiths.  Mr.  Chairman? 
Mr.  Watts.  Mrs.  Griffiths. 

Mrs.  Griffiths.  I  thought  that  I  was  answering  a  fellow  revolu- 
tionary, and  I  am  afraid  that  I  observe  a  supporter  of  the  status  quo. 

Mr.  Lowenstehst.  That  is  a  charge  that  may  be  unusual,  but  is  not 
necessarily  unwelcome.  In  any  event,  it  has  taken  a  long  time  to  hear 
it  from  so  distinguished  a  source.  But  even  so,  any  revolution  that  the 
gentlewoman  from  Michigan  might  lead,  I  would  be  inclined  to  fol- 
low. 

Mrs.  Griffiths.  Let  me  ask  you  this. 

I  received  a  letter  yesterday  from  someone  who  charged  that  $3.2 
millions  had  been  spent  in  Baltimore  to  train  50  people,  I  believe,  50 
or  52  people.  You  know,  I  don't  know  whether  this  is  true  or  not,  but 
she  suggested  that  before  any  training  was  given  that  there  should 
be  some  type  of  test  to  determine  whether  or  not  people  were  trainable. 

Do  you  think  such  a  test,  a  fair  test,  could  be  devised  ? 

Mr.  Lowe^steix.  I  would  hope  so.  It  might  save  lots  of  time  and 
money,  and  avoid  raising  lots  of  false  hopes  as  well. 
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As  I  said  before,  I  hope,  too,  that  we  can  emerge  from  these  hear- 
ings with  the  realization  that  there  is  a  common  interest  between 
those  people  who  are  poor  and  those  who  are  in  middle-income  brack- 
ets, in  seeing  to  it  that  poor  people  who  are  not  employable  are  treated 
fairly,  that  they  are  not  left  more  or  less  to  fate.  The  proposed  $1,600 
floor  would  mean  almost  nothing  to  most  families  in  need. 

So  if  we  can  devise  tests  that  would  be  fair  tests  of  employability 
and  would  not  be  a  pretext  or  device  to  punish  people  who  are  in  fact 
not  employable,  then  I  would  favor  that. 

Mrs.  Gkiffiths.  Would  you  think  that  it  was  fair  where  a  widower 
is  left  with  four  or  five  children  under  6  that  he  be  permitted  to 
choose  whether  he  would  work  or  not  ? 

Mr.  Lowtenstein.  Yes. 

Mrs.  Griffiths.  You  would  ? 

Mr.  Lowensteix.  I  certainly  would. 

Mrs.  Griffiths.  So  that  if  he  were  a  man  making  perhaps  $10,000 
or  $15,000  a  year  and  he  decided,  "No,  I  am  going  to  give  up  this  job 
and  stay  home  with  the  children,"  that  the  rest  of  us  support  him  at 
home  with  the  children  ? 

Mr.  Lowenstein.  I  think  if  the  children  are  under  6  and  the  only 
way  they  can  have  a  family  life  is  to  have  the  father  at  home,  this  is 
a  consideration  which  a  humane  society  has  to  respect. 

Mrs.  Griffiths.  I  think  if  you  are  going  to  permit  women  to  remain 
at  home,  then  you  have  to  say  that  men  too  should  be  permitted  to  have 
a  choice  

Mr.  Lqwenstein.  I  think  so. 

Mrs.  Griffiths  (continuing) .  If  that  is  the  only  person.  But  I  think, 
in  fact,  what  we  are  doing  in  saying  that  the  woman  has  the  right  to 
remain  at  home  is  that  we  are  reinforcing  old  beliefs  within  society. 
We  are  making  her  forever  into  a  second-class  citizen.  And  I  think 
that  the  difficulty  with  this  is  that  unknown  perhaps  to  the  rest  of 
you,  human  life  is  changing.  Thousands  of  children  are  being  born 
out  of  wedlock.  The  mother  has  already  made  a  choice.  Thousands  of 
children  are  being  taken  away  from  their  father.  The  mother  makes 
that  choice  also. 

I  think  that  the  choice  you  have  to  give  here  is  the  choice  for  a 
decent  job  and  that  you  have  to  say  to  her,  as  you  have  to  say  to  the 
father,  "You  may  make  the  choice  of  having  the  child  or  not  or  taking 
it  away  from  the  father  or  not,  but  when  you  make  this  choice  you 
also  make  another  one.  You  are  going  to  support  the  child." 

Mr.  Lowexstein.  The  question  of  discrimination  between  the  sexes 
is  always  a  tantalizing  and  sometimes  a  messy  question  

Mrs.  Griffiths.  Is  the  real  question  here.  This  is  really  the  ques- 
tion- 

Mr.  Lowexsteix.  It  is  something  that  needs  to  be  carefully  ex- 
plored. 

I  do  feel  strongly  that  if  a  woman  has  minor  children,  children 
under  the  age  of  6,  preschool  children — whatever  the  woman's  "choice" 
was  in  having  them,  the  fault  is  not  the  child's,  the  choice  was  not 
the  child's.  The  child  ought  not  to  be  deprived  of  some  home,  of 
some  maternal  care,  of  some  family,  simply  because  the  child  arrived 
because  of  a  woman's  prior  "choice."  And  that  is  why  I  would  be 
very  reluctant  to  say  
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Mrs.  Griffiths.  But,  you  see,  you  have  to  assume,  then,  once  you 
do  this  that  that  mother  is  the  ideal  person  to  have  for  the  child. 
The  truth  is  that  in  many  instances  the  woman  who  makes  that  choice 
is  exactly  the  wrong  person  to  have  with  the  child.  Let  me  give  you  an 
illustration  that  occurred  yesterday  in  one  of  the  papers,  which  I 
thought  was  really  devastatingly  funny. 

A  white  middle-class  woman  had  written  in  objecting  to  this  choice 
business.  It  is  a  letter  in  yesterday's  Post.  She  pointed  out  that  her 
child  didn't  eat,  and  there  are  such  children.  They  will  starve  to  death 
unless  3rou  do  something  for  them.  So  they  were  giving  it  iron  shots 
and  just  literally  stuffing  it  with  food,  forcing  it  to  eat. 

Finally,  in  desperation  they  decided  that  it  would  be  necessary  for 
the  mother  to  go  to  work  so  that  they  could  give  the  child  the  benefit 
of  psychiatric  treatment.  She  left  the  child  with  her  sister  or  some 
relative  who  had  three  nice  little  kids  of  her  own.  And  2  weeks 
later  the  child  was  eating  away  madly. 

The  mother  was  the  wrong  person  to  have  had  with  the  child.  She 
was  the  person  who  was  wrong  in  the  home  setup. 

I  think  for  you  to  assume  that  first  the  mother  has  that  right  to  stay 
at  home  if  she  wants  to,  for  you  to  reinforce  this  in  law,  is  to  reinforce 
an  old  position  of  women  in  this  society.  That  is  one  thing.  And  it  is 
a  myth  that  wasn't  true  a  hundred  years  ago.  Many  women  supported 
their  families.  So  this  is  wrong  to  start  with. 

Second,  to  assume  that  the  woman  who  makes  the  choice  is  always 
the  ideal  person  is  really  quite  incorrect. 

Finally,  you  as  a  man  may  feel  that  }7ou  are  obligated  to  support 
all  women  and  children.  But  I  as  a  woman  know  that  every  woman 
who  works  has  in  general  drawn  about  half  the  average  wage  of  a 
man.  And  I  feel  that  it  is  ridiculous  to  ask  that  woman  to  pay  taxes 
to  support  in  much  better  style  a  woman  who  has  perhaps  outraged 
every  sense  of  American  family  life  and  is  being  supported  by  women 
who  work. 

Mr.  Lowenstein.  Well,  the  problem  is,  unless  the  State  should  be 
encouraged — or  at  least  allowed — to  thrust  itself  into  each  family 
situation  to  determine  who  is  best  equipped  to  take  care  of  preschool 
children,  you  have  a  very  difficult  process  to  go  through. 

Mrs.  Griffiths.  Bight,  so  I  am  going  to  get  away  from  that.  I  am 
just  going  to  say,  "If  you  want  to  have  the  child,  you  have  it,  We 
aren't  going  to  ask  you  whether  it  was  born  in  wedlock  or  out  of  wed- 
lock. All  we  say  to  you  is  that  the  only  thing  we  owe  you  is  the  right  to 
support  it,  Now,  if  we  can't  give  you  that  right,  if  we  can't  give  you 
the  training  and  we  can't  see  to  it  that  you  get  a  job,  then  we  will  take 
care  of  it.  But  we  won't  take  care  of  it  if  you  have  a  chance  at  a  job." 

Mr.  Lowenstein.  What  do  you  do  with  women  whose  babies  are 
so  young  that  to  leave  them  at  home  alone  is  impossible  or  at  best 
disastrous?  Clearly  some  unavoidable  differences  between  women  and 
men  come  to  mind  if  you  simply  face  the  fact  of  birth. 

Mrs.  Griffiths.  Give  her  some  maternity  leave,  but  I  think  that  the 
only  way  you  can  make  the  system  work,  any  system  work,  is  to  say, 
"We  will  give  you  a  chance  at  a  job.  We  will  give  you  the  training.  But 
this  is  your  problem." 

In  fact,  not  only  do  I  think  that  you  have  to  do  it  this  way.  I  think 
that  those  who  ask  to  support  us  with  a  higher  and  higher  level  are 
really  espousing  the  philosophy  of  a  slave. 
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Mr.  Lowenstein.  I  don't  see  what  you  do  with  the  children  if  you 
require  that.  If  the  woman  doesn't  have  a  sister  or  a  mother  to  take 
care  of  the  children — you  don't  have  State  nurseries  in  this  country. 

Mrs.  Griffiths.  We  are  going  to  have  State  nurseries.  This  we  are 
going  to  do. 

Mr.  Lowenstein.  Then  we  project  whole  new  areas  of  government 
activity,  since  these  nurseries  would  presumably  have  to  be  compulsory. 
I  begin  to  see  what  you  mean  about  who  is  and  who  is  not  a  revolu- 
tionary. Well,  I  do  not  support  the  theory  that  women  should  be 
forced  to  work  where  they  have  children  under  the  age  of  six,  because 
I  think  that  would  minimize  the  opportunities  afforded  to  children. 
You  are,  of  course,  right  that  many  women  are  not  ideal  mothers,  but 
who  is  to  make  that  determination  ?  If  someone  is  not  an  ideal  mother, 
who  or  what  do  you  substitute  for  the  mother  ?  We  are  not  discussing 
child-abuse  situations  or  custody  problems  at  this  point. 

Mrs.  Griffiths.  If  we  keep  reinforcing  by  law  the  old  myths,  then 
we  will  never  break  away  from  it.  They  are  myths. 

Mr.  Landrum.  Mr.  Chairman,  would  the  gentlewoman  yield  ? 

Mrs.  Griffiths.  Yes. 

Mr.  Landrum.  I  know  it  is  delicate  and  dangerous  for  an  old-fash- 
ioned guy  like  me  to  step  into  a  revolutionary  conversation  between 
two  such  erudite  people  of  the  opposite  sex,  but  I  wouldn't  want  this 
discussion,  as  enlightening  and  as  interesting  as  it  has  been,  to  go  into 
the  record  without  challenging  one  statement  at  least  from  my  delight- 
ful friend,  the  gentlewoman  from  Michigan. 

I  think  perhaps  our  colleague  from  New  York  was  rather  revolv- 
ing around  an  effort  to  challenge  the  statement  that  we  are  making 
a  second-class  citizen  out  of  the  woman  to  give  her  the  opportunity 
or  require  her  to  stay  at  home  and  look  after  the  children.  Let  me  say 
this.  I  believe  that  there  has  never  been  a  person  as  near  completely 
first  class  because  of  the  qualities  with  which  she  was  endowed  at  birth 
as  a  woman.  I  don't  think  there  is  anything  that  our  Creator  could 
give  that  is  greater  than  the  quality  that  a  woman  has  to  inspire  an 
infant,  to  nurture  that  infant,  and  inspire  it  when  it  reaches  that  stage 
to  grow  into  something. 

An  old  crusty  man  like  me  just  simply  doesn't  have  those  qualities 
and  we  can't  transmit  them  to  youth  so  that  they  will  come  to  man- 
hood and  womanhood  with  the  qualities  that  my  dear  friend  from 
Michigan  wants  them  to  have  and  we  all  want  them  to  have. 

Listen,  there  is  no  greater  calling  in  my  judgment  than  to  have  the 
opportunity  to  be  a  mother  in  a  home  and  inspire  the  children  and 
rear  them  to  adulthood.  The  thing  that  bothers  me  in  this  is  not  this 
question  so  much  as  it  is  that  in  our  law  we  do  seem  to  be  dealing  in 
the  practice  of  rewarding  some  mothers  for  a  quality  which  is  perhaps 
not  as  desirable  as  the  gentleman  from  New  York  and  I  are  thinking 
about — rewarding  some  mothers  for  their  indulgence  in  going  beyond 
one.  Maybe  sometimes  the  circumstances  might  be  so  extenuating  as  to 
let  you  excuse  the  second.  But  that  is  the  area  where  I  think  we  should 
be  concerned. 

But  when  we  think  of  turning  over  infants,  youths,  in  their  forma- 
tive years  to  some  hard-knuckled  old  man  and  let  them  have  the  im- 
pression to  begin  with  that  he  is  going  to  develop  the  qualities  that  are 
necessary  to  make  them  refined,  and  cultured,  and  inspired  children, 
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we  are  just  not  going  to  do  that,  Mrs.  Griffiths.  And,  bless  your  soul, 
why  don't  you  come  up  and  help  these  women  get  into  the  business 
of  being  mothers  ? 

Mrs.  Griffiths.  I  will  not  yield  any  further  after  that. 

Let  me  point  out  I  would  not  deter  her  ability  as  a  mother.  That  isn't 
the  point  I  make.  But  what  I  am  saying  to  you  is  that  what  you  are 
attempting  to  do  is  to  reinforce  the  old  myth  that  all  women  stayed 
home  with  children.  They  did  not.  They  have  not.  They  have  been 
supporters  of  those  children. 

It  is  necessary  if  women  are  ever  to  participate  in  the  decisions  of 
the  world  that  women  work.  If  you  are  going  to  say  to  any  particular 
group,  "You  stay  home  with  these  children;  that  is  your  job,"  you  are 
really  asking  the  country  not  to  provide  jobs.  You  are  putting  her  per- 
manently into  that  class. 

But  now  I  would  like  to  answer  also  the  argument  that  you  raised 
on  the  inability  of  men  to  rear  children. 

My  distinguished  colleague,  Mrs.  Heckler  of  Massachusetts,  tells 
me  that  in  an  area  in  her  district  where  the  women  are  employed  in 
mills  and  the  husbands  and  fathers  remain  home  with  the  children, 
there  is  the  lowest  incidence  of  juvenile  delinquency  that  occurs  in 
America.  So,  in  reality,  the  fathers  appear  to  be  doing  a  better  job  of 
rearing  the  children  than  the  mothers  did. 

You  see,  I  think  that  you  reach  back  into  a  myth  as  to  a  woman's 
position  in  life.  It  isn't  that  position.  You  are  reinforcing  it  with  law 
over  and  over  and  over.  And  I  think  that  it  is  wrong  and  this  is  really 
the  welfare  problem.  You  are  never  going  to  break  this  iron  cast  of 
welfare.  You  are  never  going  to  give  these  people  a  chance  because  the 
social  workers  are  always  going  to  make  the  choice.  They  are  always 
going  to  say  she  should  stay  home.  In  order  to  give  her  a  choice,  she 
has  to  be  given  training.  She  has  to  be  required  to  go  to  school. 

You  can't  let  school  boards  make  laws  that  the  mother  of  an  illegit- 
imate child  can't  go  to  school.  She  has  to  be  permitted  to  go  to  school, 
required  to  go  to  school.  She  has  to  have  a  place  to  leave  that  child, 
and  she  has  to  have  responsibility  on  her  part,  or  welfare  is  going  to  go 
on  forever. 

Long  after  you  and  I  have  passed  from  the  scene  we  are  going  to 
have  this  thing  always  present.  We  will  have  more  people  on  welfare. 

Mr.  Lowexstein.  My  basic  feeling  is  that  we  ought  to  apply  the 
same  standard  to  welfare  mothers  in  dealing  with  their  problems  as 
we  do  to  mothers  who  are  not  on  welfare.  In  other  words,  I  would 
not  want  my  wife,  were  I  to  pass  from  the  scene,  to  be  required  to 
go  to  work  and  leave  our  infant  children,  our  children  below  school 
age,  in  the  hands  of  somebody  or  something  impersonal. 

Therefore,  backward  though  I  may  sound  in  my  devotion  to  con- 
cepts of  family  in  the  light  of  some  possibilities  for  the  future  that 
we  have  had  hinted  at  today — therefore  I  feel  the  same  way  about 
what  should  be  done  about  welfare  mothers  that  I  do  about  my  own 
wife. 

Mrs.  Griffiths.  If  you  died  at  this  moment,  though,  your  wife 
would  have  a  choice,  wouldn't  she,  as  to  whether  she  went  to  work  or 
not,  because  she  is  probably  a  trained  woman  and  could  get  a  job? 

Mr.  Lowexstein.  We  are  agreed  that  there  should  be  a  choice,  but 
not  that  they  should  be  required  
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Mrs.  Griffiths.  A  welfare  mother  didn't  really  have  that  choice. 
This  whole  thing  is  a  myth  too.  She  doesn't  have  training.  She  can't 
go  to  work.  She  can't  choose  a  job.  What  job  ? 

Mr.  Lowenstein.  Maybe  we  could  agree — perhaps  we  are  at  least 
finding  our  way  through  to  a  semi-revolutionary  synthesis — that  there 
should  be  opportunities  for  training,  but  not  a  requirement  that  people 
who  have  been  given  these  opportunities  must  leave  their  children  to 
pursue  careers  in  

Mrs.  Griffiths.  If  you  don't  have  the  requirement,  then,  she  can 
never  make  the  choice. 

I  signed  a  letter  to  a  woman  2  days  ago  who  was  getting  $543  a 
month  in  ADC,  all  of  it  tax  free.  What  would  you  have  had  to  offer 
that  woman  in  a  job  to  have  been  a  choice?  The  average  woman  in 
America,  Mr.  Lowenstein,  makes  less  than  $4,000  a  year.  The  woman 
was  already  getting  more  than  that,  and  hers  was  tax  free. 

Mr.  Lowenstein.  I  do  want  to  thank  my  distinguished  colleague 
from  Georgia,  Mr.  Landrum,  for  his  delicate  and  courtly  effort  to 
help  me  through  this  thicket.  I  have  heard  that  politics  makes  strange 
bedfellows,  but  maybe  welfare  makes  even  stranger  bedfellows. 

I  appreciate  the  committee's  patience. 

Mrs.  Griffiths.  Thank  you  very  much. 

Mr.  Watts.  Mr.  Burke. 

Mr.  Burke.  I  would  just  like  to  make  this  observation  with  this 
reference  to  the  myths. 

I  watched  the  Walt  Disney  show  the  other  evening  showing  these 
fellows  who  were  raising  ostriches.  They  had  three  little  baby  os- 
triches, and  the  mother  ostrich  took  care  of  them,  fed  them,  protected 
them  against  the  attacks  by  a  potential  enemy. 

I  think  that  what  we  are  dealing  here  with  is  nature's  law,  and 
I  think  that  we  might  be  taking  an  approach  that  is  contrary  to  na- 
ture's law,  the  mother's  maternal  interest  in  the  child.  I  think  we  are 
making  a  mistake  in  saying  to  that  mother,  "Even  though  you  think 
it  is  important  for  you  to  be  at  home,  we  don't  believe  that  is  right, 
and  you  should  go  out  and  work,"  and  taking  that  mother  away 
from  those  children  after  the  age  of  6,  forcing  her,  making  it  manda- 
tory that  she  go  to  work.  I  believe  it  would  be  almost  contrary  to 
nature's  law,  and  I  think  that  we  should  look  to  history  and  we  will 
find  out,  much  to  our  enlightenment,  that  with  all  the  changes  that 
are  recommended  that  when  you  come  in  with  a  recommendation 
such  as  this,  it  is  contrary  to  what  nature  calls  for,  the  maternal  in- 
terest in  its  own  child  on  the  part  of  the  mother.  And  when  we  say 
to  that  mother  that  "you  have  to  get  out  of  the  home,  go  to  work, 
be  absent  from  the  home  maybe  8  or  9  hours  a  day,"  and  deprive 
those  children  of  the  maternal  interest  of  the  mother,  we  are  doing 
something  a  little  bit  contrary  to  nature,  and  it  is  much  more  than  a 
myth. 

Mr.  Lowenstein.  I  hope  it's  clear — I'm  sure  I  speak  for  Mr.  Burke 
and  Mr.  Landrum  as  well  as  myself — I  hope  it's  clear  that  none  of  us 
are  against  ladies  having  careers.  We  have  right  here  with  us  the  proof 
of  what  distinguished  careers  they  can  have  when  they  seek  careers. 
The  point  is  rather  that  they  ought  not  be  deprived  of  the  opportunity 
to  raise  their  families  if  that  is  what  they  prefer  to  do.  I  don't  think 
that  position  is  necessarily  inconsistent  with  Mrs.  Griffiths'  concern 
that  there  be  equal  opportunity  for  women. 
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Where  there  are  minor  children,  it  seems  to  me  that  society  has  an 
obligation  not  to  deny  them  the  benefit  that  can  be  present  in  a  family 
simply  because  of  some  theory  about  what  women  ought  to  be  doing. 

Mrs.  Griffiths.  Mr.  Chairman,  may  I  ask  Mr.  Burke,  with  this 
natural  law  which  he  is  applying,  if  he  would  be  willing  to  go  with 
me  to  remove  the  great  child-abuse  cases  from  those  natural  mothers, 
the  ones  where  the  child  has  been  beaten  until  it  is  black  and  blue, 
where  bones  have  been  broken,  livers  have  been  punctured,  and  the 
child  has  in  fact  died?  Would  you  think  it  would  be  reasonable  that 
we  get  those  children  out  from  under  the  control  of  their  natural 
mothers  ? 

Mr.  Burke.  There  are  provisions  in  the  law  today  to  take  care  of 
those  cases. 

Mrs.  Griffiths.  Part  of  those  are  the  ones  that  you  want  that  addi- 
tional Federal  money  for. 
Mr.  Burke.  No;  you  are  misconstruing  my  entire  statement. 
Mrs.  Griffiths.  Pardon  me. 

Mr.  Burke.  I  am  not  for  compelling  or  making  it  mandatory  to 
force  the  mother  out  of  the  home.  I  happen  to  come  from  a  home 
where  my  father  was  absent  from  the  time  I  was  8  years  of  age.  He 
passed  away,  and  I  came  from  a  family  of  10.  And  having  had  that 
experience,  I  know  the  benefit  of  having  a  mother  in  the  home. 

Mr.  Watts.  Any  further  questions  ? 

Mr.  Corman. 

Mr.  Gorman.  I  just  want  to  say  I  have  much  appreciated  your  state- 
ment. I  would  like  to  underline  again  for  the  record  your  observation 
that  we  are  really  talking  about  two  entirely  different  kinds  of  welfare 
cases,  the  ones  who  are  potential  workers  and  the  ones  who  are  not. 
And  I  do  think  one  makes  a  terrible  mistake  by  referring  to  the  total 
as  if  it  were  one. 

It  was  brought  out  yesterday  that  there  is  a  tremendous  number  of 
people  who  are  eligible  for  public  assistance  who  do  not  receive  it.  Isn't 
it  very  probable  that  if  all  the  people  who  are  eligible  to  receive  pub- 
lic assistance  and  who  are  not  potential  employables  received  assist- 
ance, that  probably  it  would  greatly  increase  the  rolls  of  public 
assistance  ? 

Mr.  Lowenstein.  Yes,  it  would. 

Mr.  Gorman.  The  other  thing  is  that  we  are  talking  about  how  much 
money  we  are  going  to  invest.  The  bill  proposes  that  we  set  a  floor  of 
$1,600  for  the  support  of  a  family  of  four.  It  also  proposes  that  we 
spend  $1,600  for  the  nursery  care  of  a  preschool  child,  so  we  are  spend- 
ing exactly  the  same  number  of  dollars  to  take  care  of  that  child  while 
the  mother  is  out  receiving  training  or  working  that  we  are  giving  for 
the  support  of  a  family  of  four. 

Now,  I  don't  quarrel  too  much  with  trying  to  provide  nursery  care 
for  women  who  may  want  to  work,  but  I  think  we  ought  to  be  aware 
of  the  fact  that  we  anticipate  investing  much,  much  more  money  in 
trying  to  get  that  woman  employed  than  we  are  going  to  save  by  tak- 
ing her  off  of  public  assistance. 

The  other  thing  you  mentioned  is  the  90-10  device  on  Federal  and 
State  participation  in  cost  of  public  assistance.  I  assume  you  anticipate 
that  local  government  would  contribute  nothing  toward  the  cost  of 
public  assistance. 
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It  does  seem  to  me  that  some  of  the  animosity  generated  between  the 
poor  and  the  middle  class  is  that  such  a  substantial  portion  of  the  cost 
of  public  assistance  is  highlighted  in  the  ad  valorem  tax  collections. 

Mr.  Lowenstein.  Right. 

Mr.  Corman.  And  that  we  would  move  away  from  that  animosity 
if  we  supported  public  assistance  at  the  Federal  and  State  level. 

Mr.  Lowenstein.  That  is  one  of  the  major  hopes,  that  we  would 
in  fact  do  that.  Poverty  in  this  country  is  not  a  problem  that  can  be 
isolated  or  contained  in  one  community  or  another.  Poor  people  move 
around.  They  have  added  incentive  to  move  around  when  they  face 
great  inequalities  in  the  nature  of  the  assistance  they  can  obtain  in 
different  places.  This  then  exacerbates  the  problems  of  urban  and 
suburban  areas,  especially  in  the  North  and  West.  And  it  adds  to  the 
tensions  and  resentments  between  income  groups  in  this  country.  We 
ought  not  to  be  pursuing  policies  which  lead  to  a  kind  of  class  warfare 
in  this  country,  or  which  at  the  very  least  encourage  these  dangerous 
tensions  needlessly. 

If  we  go  about  overhauling  the  welfare  system  in  a  sensible  way, 
one  important  side  effect  should  be  to  make  it  clear  that  there  is  no 
reason  for  the  growing  hostility  between  middle-income  people  and 
people  who  are  validly  unable  to  work.  As  Mr.  Corman  pointed  out, 
we  ought  to  be  very  eager  to  relieve  the  psychology  of  the  country  of 
that  sort  of  divisiveness. 

Mr.  Corman.  Off  the  record,  if  I  may. 

(Discussion  off  the  record.) 

Mr.  Watts.  Thank  you,  Mr.  Lowenstein. 

The  committee  will  stand  recessed  until  2  o'clock,  and  those  wit- 
nesses who  haven't  had  an  opportunity  to  testify  will  be  back  at  2 
o'clock. 

(Whereupon,  at  12 :30  p.m.  the  committee  recessed,  to  reconvene  at 
2  p.m.  the  same  day.) 

Afternoon  Session 

(The  committee  reconvened  at  2  p.m.,  Hon.  Martha  W.  Griffiths 
presiding.) 

Mrs.  Griffiths.  The  committee  will  be  in  order. 
We  will  hear  from  Dr.  Mullen  and  Mrs.  Hemphill. 
Will  you  please  identify  yourself,  and  you  may  proceed  in  your 
own  way. 

STATEMENT  OF  DR.  SANFORD  A.  MULLEN,  CHAIRMAN,  COMMITTEE 
ON  LEGISLATIVE  AFFAIRS,  AMERICAN  ASSOCIATION  OF  BL00B 
BANKS;  ACCOMPANIED  BY  MRS.  BERNICE  M.  HEMPHILL,  TREAS- 
URER AND  MEMBER,  EXECUTIVE  COMMITTEE,  BOARD  OF  DIREC- 
TORS, LEGISLATIVE  COMMITTEE 

Dr.  Mullen.  Yes,  Mrs.  Griffiths.  We  are  most  delighted  to  be  here 
to  testify  on  behalf  of  the  American  Association  of  Blood  Banks.  I  am 
Sanford  A.  Mullen,  M.D.  I  am  a  practicing  physician  in  Jacksonville, 
Fla.,  and  director  of  the  Jacksonville  Blood  Bank.  I  am  here  today 
in  the  capacity  as  chairman  of  the  AABB's  Committee  on  Legislative 
Matters  and  I  would  like  to  present  to  you  Mrs.  Bernice  Hemphill, 
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who  will  make  our  presentation.  Mrs.  Hemphill  is  the  treasurer  of  the 
AABB.  She  is  also  a  member  of  this  committee  and  has  many  other 
responsibilities  for  the  association. 

Mrs.  Hemphill? 

Mrs.  Griffiths.  Thank  you. 

Mrs.  Hemphill,  you  are  recognized. 

Mrs.  Hemphill.  Thank  you,  Mrs.  Griffiths,  and  members  of  the 
committee. 

To  conserve  time,  I  would  like  to  highlight  and  emphasize  certain 
portions  of  our  testimony,  but  request  that  our  official  presentation  be 
a  part  of  the  record. 

Mrs.  Griffiths.  Please  do  so,  and  without  objection  your  official 
presentation  will  become  part  of  the  record. 

Mrs.  Hemphill.  Thank  you. 

The  Health  Insurance  Benefits  Advisory  Council  in  its  first  annual 
report  on  medicare  recommended  that  "the  legislative  requirement 
for  the  blood  deductible  be  eliminated."  It  is  our  understanding  that 
to  date  the  administration  has  not  taken  a  firm  position  on  this  issue. 
Considering  this  fact,  and  inasmuch  as  HIBAC  may  not  have  been 
aware  of  the  American  Association  of  Blood  Banks'  official  position 
concerning  this  provision,  we  wish  to  submit  our  statement  today  in 
opposition  to  the  elimination  of  the  legislative  requirement  for  the 
blood  deductible  under  medicare. 

The  American  Association  of  Blood  Banks  is  a  nonprofit,  medical 
professional  organization  with  a  membership  of  nearly  5,000  includ- 
ing hospital  and  community  blood  banks  and  transfusion  services 
throughout  the  United  States,  as  well  as  physicians  and  other  indi- 
viduals closely  allied  to  the  field  of  blood  banking.  Member  institu- 
tions of  the  AABB  collect  more  than  half  of  the  Nation's  total  blood 
needs,  and  these  facilities  report  a  combined  annual  blood  usage  of 
more  than  5,500,000  units  of  blood  and  blood  derivatives. 

The  association  was  organized  in  1947.  Most  of  the  activities  are 
carried  on  by  volunteers,  that  is,  the  physicians  and  people  working 
in  the  field. 

Our  position  in  opposition  to  the  elimination  of  the  three  unit  de- 
ductible on  the  first  three  units  of  blood  is  based  on  the  following 
reasons : 

First,  the  motivation  and  recruitment  of  sufficient  voluntary  blood 
donors  to  keep  pace  with  the  increasing  demand  for  blood  is  the  main 
problem  facing  blood  banks  today.  More  than  6,500,000  units  of  blood 
are  needed  annually  to  meet  the  Nation's  blood  requirements,  and  the 
need  for  blood  in  the  United  States  is  increasing  at  the  rate  of  10  to  12 
percent  a  year.  We  are  a  Nation  of  200  million  people  with  more  than 
90  million  individuals  qualified  to  give  blood,  yet  only  3  percent  of 
the  eligible  population  are  blood  donors. 

This,  we  think,  depicts  the  concept  that  obviously  there  is  a  great 
need  for  more  and  more  communication  and  education  to  allay  fears 
and  other  factors  that  deter  people  from  being  blood  donors.  As  an 
example,  those  of  us  who  have  been  in  the  field  for  a  considerable 
period  of  time  know  how  much  more  difficult  it  is  today  to  recruit 
donors  than  it  was  20,  10,  5  years  or  more  ago.  In  other  words,  people 
have  become  conditioned  to  the  fact  that  blood  is  going  to  be  available 
when  a  patient  needs  it,  that  the  supply  is  there  and  nonending,  but 
this  is  really  actually  not  the  fact. 
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It  is  within  this  realm  we  are  concerned  and  want  to  see  more  posi- 
tive efforts  made  by  those  of  ns  in  the  field,  working  together  with 
government  and  all  agencies  concerned,  to  assure  that  adequate  blood 
supplies  are  available.  .  , 

Secondly,  the  provision  of  blood,  we  feel,  is  a  service  and  not  a  sale 


fusions  actually  ~ 
\s  we  know,  with  more  and  more  transplants,  be  it  heart,  kidneys,  01 
other  parts  of  the  body,  the  concept  of  being  able  to  buy  and  sed  or 
barter  is  not  something  that  is  good  for  the  people  of  the  country. 

Everything  possible^should  be  clone,  therefore,  to  deter  the  payment 
for  blood  and  to  place  more  emphasis  on  how  we  can  motivate  more 
people  to  give  blood. 

If  the  three-unit  deductible  is  eliminated,  the  Government  would 
be  taking  an  official  stand  which  would  amount  to  its  saying  that  blood 
should  be  bought  and  sold,  and  this  would  not  be  in  the  best  interest 
of  the  country. 

Thirdly,  cash  payments  to  donors — and  I  am  sure  you  have  all  read 
a  great  deal  about  this  as  it  is  usually  sensationalized  in  newspapers, 
press,  and  other  media — do  not  assure  a  safe,  adequate  and  economical 
blood  supply.  . 

We  have  found  that  whenever  there  is  payment  for  blood  m  lieu  of 
voluntary  donations  it  is  often  necessary  for  blood  banks  to  resort  to 
the  use  of  paid  donors  or  commercial  sources  for  blood.  This  produces 
medical,  technical,  and  socio-economic  problems  which  should  be  of 
major  concern  to  the  Government  and  all  of  us. 

Fourthly,  the  three-unit  blood  deductible  provision  results  in  a 
financial  savings  to  the  Government  and  the  taxpayer.  I  refer  to  a 
statement  made  by  Secretary  of  HEW,  Robert  Finch,  that  '-public  and 
private  action  is  needed  to  arrest  the  inflation  of  the  health  industry 
and  to  improve  the  health  care  system  so  that  high  quality  medical 
care  will  be  available  at  prices  people  can  afford."  We  feel  there  is  no 
better  way  to  demonstrate  "public  and  private  action"  than  through 
the  voluntary  replacement  of  blood. 

Our  presentation  contains  facts  which  substantiate  this. 

The  American  Association  of  Blood  Banks  is  not  the  only  organi- 
zation that  believes  in  the  voluntary  concept  and  wants  to  see  it  con- 
tinued and  furthered.  The  American  Medical  Association,  the  Ameri- 
can Hospital  Association,  the  American  National  Red  Cross,  HEW 
itself,  and  others  have  endorsed  this  principle  as  depicted  in  our  pam- 
phlet, "supply,  demand,  and  human  life." 

It  is  on  this  basis  that  we  feel  that  more  and  more  motivation,  com- 
munication, should  be  the  role  of  all  of  us  in  blood  banking,  to  have 
this  concept  further  extended  so  that  we  will  have  adequate  blood 
at  all  times. 

I  am  sure  that  all  of  you  see  on  television  and  hear  on  radio  and  so 
forth,  about  the  seasonal  slumps  faced  by  blood  banks,  when  not 
enough  blood  is  available.  I  refer  particularly  to  the  shortages  in  New 
York  City  which  have  been  dramatized  so  much.  There  one  finds  the 
voluntary  system.  One  also  finds  commercialism.  But  the  point  at 
issue  is  that  not  enough  people,  regardless,  are  giving  blood  whether 
it  be  for  money  or  in  a  voluntary  way.  So  it  is  that  those  of  us  that 
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have  to  provide  blood  are  having  great  difficulty  and  don't  want  to 
see  any  measures  taken  that  will  further  curtail  the  supply. 

To  further  emphasize  this  point,  most  blood  banks  charge  a  respon- 
sibility fee  to  encourage  the  replacement  of  blood.  This  fee  is  charged, 
not  so  blood  banks  can  have  more  money  but  rather  to  provide  an  in- 
centive to  the  patient  to  feel  a  responsibility  for  replacing  the  blood. 
I  want  to  also  emphasize,  however,  that  patients  are  not  denied  blood 
on  the  basis  that  they  may  not  be  able  to  afford  it  or  do  not  have  any 
friend  or  relatives  to  replace  it  for  them,  because  the  blood  is  trans- 
fused first.  Blood  replacement  and  the  economics  are  an  after 
consideration. 

I  am  sure  that  members  of  this  committee  are  aware  that  originally 
the  medicare  bill  provided  for  the  payment  of  all  blood.  It  was  at  that 
time  that  the  American  Association  of  Blood  Banks  and  several  of 
us  presented  facts  which  resulted  in  the  three  unit  deductible  being 
initiated.  This  committee  is  on  record  as  saying  that  the  reason  they 
chose  to  have  the  three  unit  deductible  was  "in  the  interest  of  the 
voluntary  blood  replacement  programs  which  encourages  donations 
of  blood  by  waiving  charges  for  blood  which  the  patient  arranges  to 
replace."  Again,  through  our  urging  we  were  able  to  obtain  the  blood 
deductible  provision  for  packed  red  blood  cells,  as  well  as  whole  blood 
because,  as  we  know,  the  aged  very  often  are  given  packed  cells  rather 
than  whole  blood. 

It  has  been  our  experience  that  hardships  are  not  something  that 
have  to  be,  if  the  blood  banks  and  the  hospitals  know  of  the  problems 
that  the  consumer  may  be  facing  because  there  are  methods — social 
service  ways — in  which  those  of  us  in  the  field  currently  can  assist 
with  this  problem. 

The  HIBAC  report  mentioned  that  480,000  medicare  beneficiaries 
during  the  period  of  July  1,  1966  through  January  26,  1968  received 
a  total  of  1.5  million-plus  units  of  blood.  The  experience  showed  that 
on  the  first  three  units  25  percent  of  the  patients  provided  voluntary 
replacements,  but  that  41  percent  did  not  provide  replacements  and 
were  billed  for  the  units. 

I  would  like  to  mention  at  this  point  that  blood  banks  are  very 
lenient  in  allowing  patients  ample  time  to  provide  replacements  and. 
as  a  result,  replacements  often  come  in  long  after  the  billing  for  which 
patients  receive  refunds. 

Furthermore,  it  is  our  experience  that  all  people  that  may  have  paid 
for  this  blood  on  the  first  three  units  do  not  have  economic  problems. 
They  had  the  opportunity  and  option  of  replacing,  but  did  not  choose 
to  do  so.  Very  often  they  have  other  types  of  health  insurance  which 
pay  for  the  blood. 

The  point  I  want  to  put  in  focus  is  that  the  number  of  people  who 
actually  did  pay  for  the  first  three  units  are  not  necessarily  a  group  of 
people  who  had  no  one  to  replace  or  who  could  not  afford  it. 
m  Furthermore,  we  know  that  there  has  been  inadequate  communica- 
tion between  the  patient,  the  hospital,  blood  bank,  and  the  Social  Se- 
curity Administration  as  to  the  coverage  of  blood  under  medicare,  and 
the  reasons  for  the  three-unit  deductible. 

The  pamphlet  that  I  am  displaying,  was  one  that  the  American 
Association  of  Blood  Banks  had  encouraged  Social  Security  to  print 
because  we  felt  so  strongly  about  informing  medicare  patients  that 
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blood  could  be  replaced.  It  bears  a  printing  date  of  March  1969.  We 
saw  the  copy  for  the  first  time  last  week — October  1969.  This  pam- 
phlet is  available  in  Social  Security  offices,  but  it  is  not  at  the  bedside 
or  in  the  hospital  business  offices.  From  our  experience  we  feel  that 
there  must  be  much  more  communication  and  that  if  this  was  done, 
we  would  not  have  any  particular  problems  that  could  not  be  worked 
out  between  the  consumers  and  the  providers. 

We  really  believe  the  American  Association  of  Blood  Banks,  its 
members,  and  other  systems  providing  blood  can  do  a  great  deal  more 
than  has  been  done  on  recruitment  and  with  new  methodology. 

Another  great  assist  we  feel  in  the  area  of  replacements  is  that  the 
upper  age  limit  of  giving  blood  at  60  has  now  been  changed  to  through 
the  65th  birthday. 

Also,  we  have  a  national  exchange  program  where  a  donor,  wherever 
he  lives,  may  give  or  anyone  anywhere  else  in  the  United  States.  Under 
this  program  more  than  a  half  million  units  of  blood  are  being  re- 
placed with  the  donor  living  in  one  city  and  the  patient  having  trans- 
fusion in  another.  This  system  exists  between  the  American  Red  Cross 
and  the  American  Association  of  Blood  Banks  which  are  the  two  major 
systems  which  provide  blood  in  the  country.  So  that  fundamentally 
the  ease  of  making  blood  available,  the  ease  of  making  it  possible  to 
replace  is  the  Nation's  lifeline.  If  medicare  were  to  suddenly  eliminate 
the  three  unit  deductible  and  our  experience  is  that  people  over  65  use 
more  than  30  percent  of  the  blood,  this  would  be  a  marked  hardship 
on  blood  banks  and  would  in  turn  deter  the  Nation's  blood  supply. 

Since  we  cannot  manufacture  blood  this  three  unit  deductible  exclu- 
sion is  not  in  the  public  interest.  Since  the  beginning  of  medicare  no 
one  has  been  denied  blood.  Blood  has  always  been  available,  and 
replacement  has  been  a  secondary  consideration. 

We  have  heard  it  said  that  administrative  and  recordkeeping  costs 
of  the  program  is  a  significant  factor.  We  believe  however,  that  a  work- 
able system  can  be  developed  by  our  cooperating  with  social  secu- 
rity or  the  carriers  or  anyone  else  that  feels  that  clerical  work  is  a 
problem,  and  we  offer  our  assistance  in  this  regard. 

The  one  thing  a  blood  bank  does  not  want  to  do  is  to  place  a 
hardship  on  any  recipient.  We  only  exist  for  recipients.  A  blood 
bank  is  nothing  more  than  an  instrument  for  someone's  giving  and 
someone's  receiving,  and  our  whole  service  is  designed  to  make  it 
convenient  for  donors  so  that  the  blood  will  be  available  for  the 
patient.  If  there  have  been  any  hardships  and  that  we  have  not  been 
aware  of,  we  would  like  to  be  informed.  For  the  medicare  benefi- 
ciaries with  serious  economic  problems  and  no  access  to  any  donor 
replacement  there  can  be  special  provisions  taken  into  consideration 
and  blueprinted  by  those  of  us  who  are  providers.  In  Blood  banking 
a  philosophy  has  always  been  that  blood  should  be  waiting  for  the 
patient — not  the  patient  waiting  for  blood.  But  in  my  long  years  of 
experience  I  can  say  that  locally  and  nationally  the  last  12  to  24 
months  have  been  the  most  difficult  that  blood  banks  have  ever  ex- 
perienced in  the  realm  of  getting  more  people  to  give  blood. 

The  reasons  are  many.  Again,  it  is  a  matter  of  busy  society.  Per- 
haps our  methods  in  approach  in  the  humanities  in  reaching  people 
need  to  be  changed.  I  can  only  say  that  it  is  not  only  your  committee 
but  every  branch  of  Government,  whether  it  is  veterans  hospitals,  the 
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Armed  Forces  hospitals,  and  others,  that  has  to  take  a  very  serious 
look  at  this  problem.  It  is  only  for  the  benefit  of  this  Nation  that  we 
stay  on  the  voluntary  blood  donor  system.  We  are  the  first  to  say 
additional  communication,  new  methods  and  approaches  are  needed, 
but  don't  dry  up  the  system  by  paying  for  blood  without  first  exhaust- 
ing all  methods  and  procedures  that  will  be  meaningful  in  having 
adequate  blood  12  months  a  year  any  hour  of  the  day  and  night. 

Those  of  us  in  the  field  are  dedicated  to  the  furtherance  of  this 
system,  but  we  need  Government  support.  If  money  is  to  be  spent  it 
should  be  in  the  realm  of  how  to  get  new  ways  and  new  methods  of 
getting  more  blood  to  be  given. 

I  thank  you  for  the  opportunity  of  presenting  our  message  today. 
Perhaps  you  have  found  it  a  different  approach  for  a  group  to  come 
before  you  and  not  seek  money  but,  rather,  ask  for  your  support 
for  blood. 

Mrs.  Griffiths.  Thank  you  very  much  for  being  here.  It  is  re- 
freshing to  be  reminded  that  there  are  some  items  in  the  world  more 
precious  indeed  than  money  and  that  your  blood,  your  lifeblood,  is 
one  of  them.  I  really  hadn't  thought  about  it,  but  I  am  sure  that  while 
I  would  be  very  willing  to  give  my  blood  to  someone  I  loved,  I 
wouldn't  be  willing  to  sell  it  for  any  price,  and  that  must  apply  to 
everybody,  almost. 

There  are  a  few  commercial  salesmen,  but  most  people  who  would 
give  it  readily  wouldn't  sell  it.  It  is  nice  to  be  reminded  of  that. 

Mrs.  Hemphill.  As  I  said,  one  of  the  great  concerns  we  see  today 
is  the  fact  that  there  is  money  to  be  made  in  blood.  A  donor  may  sell 
his  blood  for  $5.  It  is  the  flood  that  is  going  to  help  the  patient. 
But  the  provider  may  sell  it  for  $25  or  $30  or  more.  When  we  talk 
about  profits  from  the  human  body,  this  is  of  a  great  concern  to  all 
of  us.  We  can  only  say  that  moneys  should  be  spent  to  develop  new 
methods  to  get  new  donors,  not  to  pay  persons  for  blood. 

Mrs.  Griffiths.  Thank  you  very  much. 

Are  there  any  questions  ? 

Mr.  Schneebeli.  I  would  like  to  ask  a  question. 

When  I  was  in  college,  which  was  quite  a  long  time  ago,  I  recall 
that  quite  a  few  of  my  fellow  students  worked  their  way  through 
college,  helped  a  large  degree  by  selling  their  blood.  Does  that  practice 
still  prevail  ? 

Mrs.  Hemphill.  There  is  still  a  practice  of  where  students  do  sell 
their  blood  in  certain  areas  if  there  is  not  enough  blood  given 
voluntarily. 

Mr.  Schxeebeli.  What  percentage  of  the  blood  bank  is  procured 
through  purchase  ? 

Mrs,  Hemphill.  At  the  present  time  in  the  United  States,  of  6% 
million  units,  about  20  percent  of  the  blood,  is  paid  and  the  rest  is 
given  voluntarily. 

Mr.  Schneebeli.  Has  that  ratio  changed  very  much  ? 

Mrs.  Hemphill.  It  has  not  changed  much  within  the  last  2  to  3 
years,  but  I  am  saying  within  the  next  few  years  if  we  do  not  get  more 
voluntary  blood  given,  it  could  change  appreciably.  Costs  will  be 
higher  as  eventually  paid  donors  will  expect  more  money.  It  is  just 
like  anything  else. 
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Mr.  Schneebeli.  I  know  in  my  community  it  seems  to  be  much  more 
difficult  getting  blood  on  a  free  basis,  and  they  are  working  so  much 
harder,  but  they  don't  seem  to  be  producing  the  results  in  getting  it. 

Thank  you  very  much. 

Mrs.  Griffiths.  Mr.  Bush  ? 

Mr.  Bush.  Did  I  understand  you  properly  that  the  person  that 
gives  the  blood  gets  $5  and  then  somebody  turns  around  and  brokers  it 
for  $20? 

Mrs.  Hemphill.  My  statement  was  that  where  commercial  blood 
banking  prevails  in  many  parts  of  this  country  the  donor  is  paid  $5. 
The  blood  is  collected,  drawn,  and  processed  and  sold  at  $25  or  more 
often  without  replacement  features. 

Mr.  Bush.  Who  runs  a  commercial  blood  bank  like  this  ?  What  kind 
of  an  outfit  is  this  ?  Is  it  doctors  who  do  this  or  some  enterprising  busi- 
ness concern  ? 

Mrs.  Hemphill.  Enterprising  business  people  and,  furthermore,  we 
keep  hearing  the  saying,  "Well,  people  don't  want  to  give  blood."  The 
more  you  hear  this  negative  concept,  the  more  people  aren't  going  to 
give  and,  therefore,  will  sell  blood.  This  is  why  those  of  us  in  the  field 
are  so  concerned. 

In  other  words,  remember,  I  said  blood  banks  are  taken  for  granted. 
I  would  ask  each  of  you  how  many  times  you  have  heard  some  family 
friend,  or  otherwise,  say  they  are  getting  a  blood  transfusion.  The  first 
thing  you  may  think  of  is  I  hope  they  will  get  better — not  who  gave 
the  blood  and  how  wonderful  that  it  was  available.  People  expect 
our  services,  and  this  is  our  problem. 

We  must  find  new  methods  and  new  approaches  because  if  a  donor 
is  paid  $5  or  $10  today  it  isn't  going  to  be  long  before  he  is  going  to 
expect  more  money.  Also  costs  of  processing  are  going  up  and  as  this 
testimony  shows  if  all  the  blood  had  been  paid  for  in  this  period  of 
time  that  I  quoted  medicare  would  have  spent  $32  million. 

It  didn't  have  to  spend  it  however,  and  it  shouldn't  have  to  inas- 
much as  we  have  90  million  people  in  this  Nation  and  only  3  million 
are  giving  the  6  million  used.  The  blood  is  there  but  we  have  a  long 
way  to  go  in  promotion.  Everybody  from  birth  to  death  may  need  a 
transfusion.  We  have  a  range  of  18  years  to  65  for  donors  and  I  can't 
believe  that  the  people  of  the  United  States  would  not  be  able  to  pro- 
vide 7  million  units  or  more  of  blood  on  a  voluntary  basis.  We  in  the 
field,  the  Government,  and  all  others  must  work  toward  this  direction 
and  take  whatever  steps  are  necessary  to  see  that  we  have  enough 
blood. 

It  is  to  this  aim  that  our  American  Association  of  Blood  Banks  is 
dedicated. 

Mrs.  Griffiths.  As  a  matter  of  fact,  isn't  the  commercial  blood 
more  apt  to  have  hepatitis  than  that  which  is  freely  given  ? 

Mrs.  Hemphill.  There  are  articles  in  the  medical  literature,  that 
depict  this  fact.  There  are  various  types  of  paid  donors.  There  are  the 
students.  There  are  also  the  skid  row  donors,  so  I  am  not  implying  that 
every  person  who  has  ever  been  paid  for  blood  is  one  that  is  not 
reliable  or  is  necessarily  going  to  carry  disease.  On  the  other  hand,  if 
you  cannot  get  enough  donors  voluntarilv,  bad  practices  can  occur. 

The  best  way,  the  safest  way,  to  obtain  blood  for  you,  your  family, 
or  for  this  Nation  is  the  voluntary  way  and  I  happen  to  believe  it  can 
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still  be  done.  But  don't  at  this  point  in  time  eliminate  the  three-unit 
deductible  for  this  would  be  a  deterrent  and  in  the  long  run  would  not 
be  good  for  the  aged — for  people  on  medicaid  or  any  other  program. 

Mrs.  Griffiths.  I  can  assure  you  right  now  I  am  going  with  you. 

Mrs.  Hemphill.  Pardon  me  ? 

Mrs.  Griffiths.  I  can  assure  you  right  now  you  have  my  vote.  I 
am  going  with  you. 

I  would  like  to  ask  you  what  percentage  of  blood  comes  from  skid 
row  ?  Do  you  have  any  idea  ? 

Mrs.  Hemphill.  No.  As  I  mentioned,  20  percent  of  the  blood  is  paid 
for.  The  estimates  show  that  probably  about  10  to  12  percent  of  the 
people  at  commercial  banks  give  blood  repeatedly  over  and  over.  We 
have  always  been  primarily  on  a  voluntary  system  in  this  country. 
I  would  like  to  compare  this  with  Japan,  India,  and  other  countries 
of  the  world  which  started  out  paying  for  blood.  They  found  that  peo- 
ple were  being  overbled,  were  ending  up  in  hospitals,  and  that  the  use 
of  paid  donors  became  a  medical  and  economic  problem.  They  are 
trying  to  revert  to  the  voluntary  way  and  having  great  difficulty.  It  is 
within  this  realm  that  we  care  so  keenly  since  in  the  U.S.,  we  have 
been  30  years  on  a  voluntary  system.  If  medicare  or  the  private  health 
insurance  contractors  write  more  and  more  blood  payments  in  their 
contracts,  we  are  going  to  have  money  and  demands  on  paper,  but 
no  blood  in  the  refrigerators  and  at  the  bedside. 

Mrs.  Griffiths.  Thank  you. 

Do  you  have  another  question  ? 

Mr.  Schneebeli.  J ust  one  further  question. 

Does  the  military  maintain  its  own  blood  bank  and  are  you  talking 
about  just  the  civilian  blood  bank  ? 

Mrs.  Hemphill.  I  am  talking  primarily  about  civilian  blood  banks, 
but  I  also  want  to  put  into  the  record  that  Veterans'  hospitals,  as  an 
example,  pay  for  a  large  amount  of  blood. 

Mr.  Schneebeli.  Yes.  How  about  the  military — do  they  maintain 
their  own  blood  bank  ? 

Mrs.  Hemphill.  They  do  but  they  also  get  blood  from  civilian 
banks  such  as  the  one  of  which  I  am  a  director.  The  military  gets 
blood  from  this  bank  at  no  cost.  It  is  on  a  replacement  basis. 

Mr.  Schneebeli.  In  what  State  ? 

Mrs.  Hemphill.  The  bank  with  which  I  am  associated  is  in  Cali- 
fornia. 

Mr.  Schneebeli.  Nationally  ? 

Mrs.  Hemphill.  Nationally  at  the  present  time  the  military  take 
care  of  most  of  their  needs  for  Vietnam  and  otherwise,  but  some  mili- 
tary hospitals  get  supplementary  supplies  of  approximately  15  per- 
cent. 

Mr.  Schneebeli.  Fifteen  percent  of  the  total  blood  bank  is  mili- 
tary? 

Mrs.  Hemphill.  In  some  areas.  Included  in  the  figure  are 
CHAMPUS  patients.  Currently  our  association  is  working  with  the 
Defense  Department  because  when  military  dependents  go  to  civilian 
hospitals  they  get  blood  and  we  want  to  transfer  replacement  credits 
for  them  through  our  clearinghouse  program  in  order  to  minimize 
payment  for  blood. 
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To  refer  back  to  the  Veterans'  Administration,  in  San  Francisco 
we  have  a  program  whereby  there  has  never  been  a  unit  of  blood 
bought  for  a  veteran  in  our  hospital.  The  community — business,  in- 
dustry— provides  donor  credits,  as  well  as  the  patients  who  are  there. 
They  are  encouraged  to  replace  just  like  a  patient  in  a  civilian  hos- 
pital so  there  has  been  no  money  spent  and  this  is  the  way  we  feel  it 
should  be.  Every  branch  of  Government  together  with  us  and  those 
in  the  field  should  work  for  a  total  voluntary  supply. 

Mrs.  Griffiths.  Thank  you  once  again.  It  is  indeed  nice  to  know 
that  there  is  somebody  in  medical  care  who  is  interested  only  in  giv- 
ing. Thank  you  very  much  for  your  testimony. 

Mrs.  Hemphill.  Thank  you. 

( The  statement  referred  to  follows : ) 

Statement  in  Opposition  to  HIBAC  Recommendation  To  Eliminate  the  Blood 
Deductible  Pkovision  Undee  Medicare 

The  American  Association  of  Blood  Banks  opposes  the  HIBAC  recommenda- 
tion to  eliminate  the  legislative  requirement  for  the  blood  deductible  under 
Medicare  for  the  following  reasons  : 

1.  The  motivation  and  recruitment  of  sufficient  voluntary  Mood  donors  to  keep 
place  with  the  increasing  demand  for  blood  is  the  main  problem  facing  blood 
banks  today.  More  than  6,500,000  units  of  blood  are  needed  annually  to  meet  the 
nation's  blood  requirements,  and  the  need  for  blood  in  the  United  States  is 
increasing  at  the  rate  of  10-12%  a  year.  Yet,  in  a  nation  of  200,000,000  people 
with  more  than  90,000,000  individuals  qualified  to  give  blood,  only  3%  of  the 
eligible  population  are  blood  donors. 

President  Nixon  once  stated,  "As  Government  has  strained  to  do  more,  our 
people  have  felt  constrained  to  do  less",  and  this  is  our  experience  in  the  blood 
banking  field.  Blood  is  only  available  because  of  another  individual's  willingness 
to  give;  therefore,  it  is  imperative  that  positive  efforts  be  made  to  encourage 
and  further  voluntary  blood  donations  in  advance  of  need,  and  to  retain  the 
moral  and  financial  obligation  for  patients  to  replace  the  blood  they  receive. 

2.  The  provision  of  blood  is  a  service  and  not  a  sale.  Blood  is  living  human 
tissue,  and  blood  transfusions  constituted  the  first  successful  transplants.  As 
such,  blood  should  not  be  bought  and  sold.  With  each  advance  in  transplant 
surgery,  it  becomes  more  meaningful  and  more  necessary  for  all  of  us  to  defend 
this  principle.  If  this  is  not  done,  we  may  see  price  tags  on  various  parts  of  the 
body  in  the  future. 

If  the  three-unit  deductible  is  eliminated,  and  the  Government  pays  for  all 
blood  transfused,  it  would  be  fostering  the  "buying  and  selling"  of  blood,  and 
"drying  up"  the  voluntary  blood  supply — a  trend  which  is  not  in  the  public 
interest. 

3.  Cash  payments  do  not  assure  a  safe,  adequate  and  economical  blood  sup- 
ply. Whenever  monetary  payment  for  blood  is  received  in  lieu  of  voluntary  blood 
donations,  blood  banks  must  turn  to  paid  donors  and  commercial  sources  to 
supplement  their  blood  requirements  to  meet  the  needs  of  all  patients.  Since 
the  use  of  paid  donors  presents  many  technical  and  socio-economic  problems, 
this  is  of  major  concern  to  most  blood  banks. 

4.  The  current  three-unit  blood  deductible  provision  results  in  a  financial 
savings  to  the  Government  and  the  taxpayer — an  important  factor  today  with 
the  need  for  economies  in  Government.  Recently,  HEW  Secretary  Robert  Finch 
stated  that  "public  and  private  action  is  needed  to  arrest  the  inflation  of  health 
industry  and  to  improve  the  health  care  system  so  that  high  quality  medical 
care  will  be  available  at  prices  people  can  afford."  There  is  no  better  way  to 
demonstrate  "public  and  private  action"  than  through  the  voluntary  replacement 
of  blood,  thereby  keeping  the  cost  of  blood  under  Medicare  to  a  minmum,  and 
maintaining  the  present  high  quality  of  blood  transfusions. 
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Facts 

The  following  facts  and  statements  are  made  in  further  clarification  of  the 
preceding  statements. 

VOLUNTARY  BLOOD  REPLACEMENT  CONCEPT 

The  American  Association  of  Blood  Banks,  together  with  the  American  Medical 
Association,  American  Hospital  Association,  American  National  Red  Cross,  Pub- 
lic Health  Service,  U.S.  Department  of  Health,  Education  and  Welfare,  and 
others,  support  the  concept  of  voluntary  blood  donations.  ( See  brochure,  "Supply. 
Demand  and  Human  Life".) 

To  encourage  the  voluntary  replacement  of  blood  provided  for  transfusion, 
most  blood  banks  place  a  monetary  value  on  the  blood  itself — a  blood  replacement 
or  blood  deposit  fee.  This  fee  is  kept  relatively  high,  not  to  provide  greater 
income  to  blood  banks,  but  to  provide  an  incentive  to  patients  to  seek  blood 
donors,  for  the  fee  is  refunded  or  credited  to  the  patient's  account  when  blood 
replacements  have  been  made  or  previously  established  blood  credits  have  been 
released  in  the  patient's  name. 

The  original  Medicare  Bill  (Title  1,  H.R.  1)  provided  for  the  payment  of  the 
blood  replacement  fee :  however,  through  the  efforts  and  facts  provided  by  the 
AABB.  it  was  amended  to  provide  for  a  deductible  in  an  amount  equal  to  the 
cost  of  the  first  three  pints  of  whole  blood  furnished  for  an  individual  during 
a  spell  of  illness.  As  stated  in  the  Report  of  the  Ways  and  Means  Committee 
(House  Report  No.  213,  89th  Congress,  First  Session),  this  deductible  provi- 
sion was  included  "in  the  interest  of  the  voluntary  blood  replacement  programs 
which  encourage  donations  of  blood  by  waiving  charges  for  blood  which  the 
patient  arranges  to  replace."  Through  the  continued  urging  of  the  AABB,  this 
blood  deductible  provision  of  the  Social  Security  Act  was  subsequently  amended 
by  Public  Law  9-248.  90th  Congress,  January  1968,  to  apply  also  to  packed  red 
blood  cells,  which  are  derived  from  whole  blood. 

IMPLICATIONS  OF  A  PAH)  DONOR  SYSTEM 

The  HIBAC  report  states  that  during  the  first  18  months  of  program  opera- 
tions, some  1.5  million  pints  of  whole  blood  wpre  received  by  about  480.000 
Medicare  beneficiaries  and  that  only  about  180,000  of  the  blood  recipients  were 
able  to  satisfy  the  blood  deductible  through  replacement.  The  report  further 
states  that  "In  view  of  the  apparent  limited  participation  of  aged  beneficiaries 
in  voluntary  blood  replacement  programs,  the  Council  believes  that  providing 
full  coverage  of  blood  for  Medicare  beneficiaries  would  have  no  unfortunate 
effects  on  such  program." 

This  assumption  is  erroneous.  The  elimination  of  the  legislative  requirement 
for  the  blood  deductible  will  have  a  serious  and  far-reaching  effect  on  the  nation's 
blood  program,  as  it  would  mean  that  Government  would  be  advoeating  payment 
for  blood  in  lieu  of  voluntary  blood  donations.  As  a  result,  blood  banks  would 
be  forced  to  become  more  dependent  on  paid  donors  and  commercial  sources  to 
supplement  their  blood  supplies. 

"Advertising"  and  the  purchase  of  blood  from  paid  donors  often  attracts  in- 
dividuals who  are  motivated  only  by  the  money  involved.  Thus,  paid  donors  are 
often  known  to  misrepresent  their  identities,  and  many  go  from  blood  bank  to 
blood  bank  to  sell  their  blood.  Since  many  paid  donors  are  transients  or  give 
false  addresses  at  the  time  they  are  registered,  it  is  often  difficult  to  locate  paid 
donors  for  investigative  follow-up  in  the  event  of  post  transfusion  reactions. 
Several  authors  in  the  medical  literature  contend  that  the  incidence  of  viral 
hepatitis  in  patients  following  blood  transfusions  could  be  reduced  if  the  use  of 
so.eh  paid  donors  were  curtailed. 

Furthermore,  as  the  incentive  for  voluntary  donations  declines  and  the  need 
for  paid  donors  increases,  the  cost  of  blood  transfusions  will  be  considerably 
higher. 

COST  OF  MONETARY  PAYMENTS  VERSUS  VOLUNTARY  BLOOD  REPLACEMENTS 

In  reviewing  the  statistical  data  prepared  by  the  Social  Securitv  Administra- 
tion relating  to  the  blood  deductible  provision  under  Medicare,  for  the  period  July 
1. 1966  through  January  26, 1968,  we  observed  the  following : 
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485,441  MEDICARE  PATIENTS  RECEIVED  BLOOD 


Number  Percent 


Recipient  responsibility: 

Units  replaced  by  patients    372,678  25 

Units  billed  to  patients  as  unreplaced    615, 593  41 

Covered  by  medicare: 

Units  paid  by  medicare  for  patients  receiving  more  than  4  transfusions  who  already 

met  the  3-unit  deductible  provision      514,018  34 


Total      1,502,289  100 


The  average  per  unit  cost  of  blood  over  the  19-month  period  surveyed  was 
$23.62.  If,  as  proposed  by  HIBAC,  the  Government  had  assumed  the  cost  of  all 
of  the  blood  provided  to  Medicare  recipients  during  this  period,  this  would  have 
amounted  to  a  total  cost  of  $35,484,066.18. 

Under  the  three-unit  deductible,  however,  Medicare  recipients  had  the  respon- 
sibility of  seeking  blood  replacements  for  a  total  of  988,271  units  of  blood  or 
66%  of  the  total  blood  provided  to  beneficiaries — a  savings  to  the  Government 
of  approximately  $23,342,961.02.  Of  this  amount,  372,678  units  or  25%  were 
replaced  through  blood  donations— a  savings  to  patients  of  $8,802,654.36. 

Although  it  may  appear  that  the  $615,593  units  billed  to  patients  represented 
a  considerable  cost  and  undue  hardship  for  the  elderly,  this  figure  does  not 
represent  a  true  or  total  picture.  The  reasons  for  this  are  as  follows : 

1.  Most  blood  banks  are  very  lenient  in  allowing  patients  ample  time  to  pro- 
vide blood  replacement  donors.  As  a  result,  subsequent  to  original  hospital 
billings  and  long  after  patients  have  been  discharged  from  the  hospital, 
monetary  refunds  are  often  made  to  patients  for  blood  replacements.  Such  mone- 
tary refunds  would  not  be  reflected  in  the  Social  Security  Administration's 
statistics. 

2.  There  has  been  inadequate  communication  between  the  SSA,  hospitals  and 
blood  banks,  and  insufficint  emphasis  at  national,  regional  and  local  levels,  to- 
wards motivating  Medicare  recipients  and  their  families  as  to  the  neeed  and 
urgency  for  replacing  blood. 

An  example  of  the  lack  of  communication  concerns  the  Social  Security  Admin- 
istration's pamphlet,  "Coverage  of  Blood  Under  Medicare".  This  pamphlet  was 
prepared  by  the  SSA,  at  the  suggestion  of  the  AABB.  Although  the  Association 
was  given  an  opportunity  to  comment  on  the  preliminary  draft,  and  the  brochure 
was  published  in  March  of  1969.  the  AABB  did  not  see  the  finished  copy  until 
this  week.  Also,  the  final  copy  does  not  highlight  or  identify  the  important  rea- 
sons why  the  Government  and  blood  banks  want  blood  replaced.  Furthermore, 
although  this  leaflet  is  available  through  local  Social  Security  offices,  to  our 
knowledge  it  has  not  been  widely  distributed  to  Medicare  beneficiaries  receiving 
blood  transfusions,  nor  has  sufficient  time  elapsed  to  evaluate  its  effectiveness. 

We  believe  that  through  the  cooperative  effort  of  the  AABB  and  its  member 
blood  bank  and  hospitals,  and  other  blood  banking  systems,  that  the  number 
of  blood  replacements  for  Medicare  recipients  can  be  substantially  increased.  A 
recent  national  policy  change  makes  it  possible  for  individuals  to  give  blood  up 
to  their  66th  birthday.  (See  copy  of  newsclipping.  'Appreciation  Expression". 
Vacaville  Reporter.)  For  patients  who  are  not  physically  able  to  give  blood,  it 
should  be  remembered  that  the  majority  have  families  or  friends  who  are  eligi- 
ble, or  often  belong  to  business,  fraternal,  or  social  groups  which  maintain 
donor  club  accounts  with  various  blood  banks.  Also,  through  the  mechanism  of 
the  AABB  National  Clearinghouse  Program — a  system  of  inter-blood  bank  ex- 
change of  blood  and  blood  credits — and  the  AABB's  interorganization  agree- 
ment with  the  American  National  Red  Cross,  replacement  donations  can  be 
recruited  anywhere  in  the  United  States  and  transferred  to  the  patient's  ac- 
count. (See  clearinghouse  leaflet,  "Do  You  Have  a  Friend?") 

BLOOD  REPLACEMENTS  IN  EXCESS  OF  THE  THREE-UNIT  DEDUCTIBLE 

We  find  there  is  general  confusion  among  blood  banks  and  hospitals  in  in- 
terpreting this  Medicare  policy.  The  consensus  seems  to  be  that  Government 
prefers  to  make  monetary  payments  for  blood  beyond  the  first  three  transfusions 
even  though  blood  banks  may  have  replacement  credits  available.  As  a  result. 
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often  the  patient's  account  had  not  been  credited  with  additional  replacements 
and  Medicare  was  billed.  There  is  still  a  need  for  the  Social  Security  Administra- 
tion to  define  its  policy  on  this  subject. 

The  AABB  believes  that  blood  should  be  paid  for  only  after  the  patient  has 
made  every  effort  to  provide  blood  replacements  for  all  transfusions  received. 
To  clarify  this  position  for  its  member  institutions,  the  AABB  published  the 
following  statement  in  the  July-August  1969  issue  of  the  Association's  News 
Briefs: 

BLOOD  DONOR  REPLACEMENTS  UNDER  MEDICARE 

At  the  recommendation  of  the  National  Committee  on  Clearinghouse  Program, 
the  AABB  Executive  Committee  approved  the  following  statement  with  regard 
to  blood  replacements  under  Medicare : 

Under  the  provisions  of  Medicare,  patients  are  responsible  to  replace  or  pay 
for  the  first  three  blood  transfusions  received. 

Individual  blood  banks  should  use  their  own  discretion  in  deciding  how  to 
handle  replacements  for  Medicare  patients  beyond  the  first  three  transfusions. 
The  AABB  recommends,  however,  that  blood  banks  accept  all  available  replace- 
ments and  that  Medicare  only  be  billed  for  those  units  for  which  blood  re- 
placements cannot  be  obtained. 

This  recommendation  is  consistent  with  the  Association's  support  of  the  vol- 
untary donor  concept  versus  the  monetary  payment  for  blood. 

Patients  with  Red  Cross  credits  are  covered  for  their  total  blood  needs  by  the 
American  Red  Cross  regardless  of  Medicare's  current  policy  to  reimburse  hos- 
pitals for  all  but  the  first  three  transfusions. 

CONCLUSION 

Since  blood  cannot  be  manufactured,  the  elimination  of  the  three-unit  de- 
ductible under  Medicare  and  the  payment  for  blood  itself  would  be  detrimental 
to  voluntary  blood  programs  and  not  in  the  public  interest. 

With  Government  support  and  the  combined  effort  of  organizations  concerned 
with  blood  banking,  a  more  active  on-going  program  can  be  achieved  to  promote 
voluntary  blood  replacements  for  Medicare  patients.  Such  emphasis  versus  the 
payment  for  blood  itself  will  result  in  financial  savings  for  patients  and  tax- 
payers, as  well  as  assure  a  safe,  economical  and  adequate  blood  supply. 

The  AABB  is  willing  to  work  closely  with  the  Social  Security  Administration 
in  studying  this  problem,  and  to  meet  with  Senior  Citizen  groups  or  other  organi- 
zations that  advocate  total  blood  coverage  should  be  paid  for  under  the  Social 
Security  Act. 

For  those  Medicare  beneficiaries  that  have  serious  economic  problems  and  no 
access  to  donor  replacements,  the  possibility  of  developing  special  provisions  to 
meet  their  blood  needs  can  be  explored  through  the  cooperation  of  member  banks 
of  the  AABB  and  other  interested  organizations. 

To  deter  paid  donors,  and  to  keep  the  United  States  on  a  voluntary  blood 
system,  we  believe  the  three-unit  deductible  provision  under  Medicare  should 
not  be  changed  until  all  available  methods  fail  to  produce  the  number  of  volun- 
tary blood  donors  where  are  needed  for  the  nation's  lifeline. 


American  Association  of  Blood  Banks 
Fact  Sheet 

ORGANIZATION 

Founding 

The  American  Association  of  Blood  Banks  was  founded  on  November  19,  1947, 
at  Dallas,  Texas.  Persons  attending  this  organizational  meeting  totaled  118. 

Incorporation 

In  1958,  the  AABB  was  incorporated  in  the  State  of  Illinois  as  a  non-for-profit 
corporation. 

Purpose 1 

To  conduct,  maintain  and  support  benevolent  undertakings  by  making  available 
through  blood  banks  whole  blood  or  its  derivatives  for  the  alleviation  of  human 
pain  and  suffering  and  the  saving  of  human  lives  ; 


1  AABB  Bylaws,  Chapter  II. 
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To  act  as  a  trade  association  of  local  and  regional  blood  banks ; 

To  foster  the  exchange  of  ideas  and  information  relating  to  blood  banks  and 
blood  transfusion  services ; 

To  advance  and  encourage  high  standards  of  performance  by  blood  banks ; 

To  function  as  a  clearinghouse  for  the  exchange  of  blood  and  blood  credits  on  a 
regional  or  nationwide  basis,  or  both ; 

To  encourage  the  development  of  blood  banks  through  education,  public  in- 
formation and  research,  and 

To  plan  for  cooperation  among  blood  banks  at  times  of  disaster. 

Governing  Body 

The  Board  of  Directors  is  composed  of  6  officers  who  comprise  the  Executive 
Committee  and  10  directors  (two  from  each  of  the  AABB  five  geographic  dis- 
tricts). Officers  are  elected  annually  for  one-year  terms;  5  directors  are  elected 
each  year  for  two-year  terms. 
Committees 

Work  of  the  Association  is  carried  on  by  3  standing  committees,  27  general 
committees  and  ad  hoc  committees  appointed  as  required.  See  AABB  Bvlaws, 
Chapter  VIII. 

ADVISORY  COUNCIL  OF  STATE  REPRESENTATIVES 

Composed  of  one  physician  from  each  state,  the  Council  acts  as  a  liaison  body 
between  the  AABB  and  persons  interested  in  blood  banking  at  state  level.  It 
serves  in  an  advisory  capacity  to  the  AABB  Board  of  Directors. 

Metnbership 

For  membership  prerequisites,  see  AABB  Bylaws,  Chapter  IV.  Individual  mem- 
bership is  required  of  anyone  holding  office,  serving  on  committees,  or  function- 


ing as  a  representative  of  the  AABB. 
Membership  statistics  as  of  December  1968 : 

Institutional  (Voting)  :  Hospital  and  Community  Blood  Banks  1,  219 

Associate  Institutional  (Nonvoting)  :  Hospital  transfusion  facilities  which 

do  not  draw  donors   161 

Individual   (Nonvoting)  :  Physicians,  research  scientists,  nurses,  blood 

bank  technical  workers  and  administrative  personnel  3, 197 


Total  4,577 

1219  institutional  members  reported  blood  and  derivatives  transfused 

(units)   5,  008, 170 


Offices 

Central  Office  (national  headquarters),  30  North  Michigan  Avenue,  Suite  1322, 

Chicago,  Illinois  60602 
Washington  Office,  915  19th  Street  NW,  Suite  401,  Washington,  D.C.  20006 
AABB  National  Clearinghouse  Office,  270  Masonic  Avenue,  San  Francisco,  Cali- 
fronia  94118 

District  Offices 

District  I— AABB  Northeast  District  Office,  8  West  40th  Street,  New  York,  New 
York  10018 

District  II— AABB  Southeast  District  Office,  P.O.  Box  7254,  Jacksonville,  Florida 
32210 

District  III— AABB  North  Central  District  Office,  185  North  Wabash  Avenue, 

Chicago,  Illinois  60601 
District  IV— AABB  South  Central  District  Office,  2626  West  Mockingbird  Lane, 

Suite  267,  Dallas,  Texas  75235 
District  V — AABB  Pacific  District  Office,  270  Masonic  Avenue,  San  Francisco, 

California  94118 

ACTIVITIES  AND  SERVICES 

National  clearinghouse  program 

This  program  is  coordinated  by  the  National  Committee  on  Clearinghouse  Pro- 
gram which  consists  of  11  members  and  is  operated  through  a  National  and  5 
District  Offices  to : 

Handle  the  exchange  of  donor  replacement  credits  between  blood  banks  on 
a  nationwide  basis ; 
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Facilitate  the  borrowing  and  lending  of  blood  between  blood  banks  to  allevi- 
ate shortages  and  surpluses,  thereby  reducing  loss  through  outdating ; 

Keep  records,  balance  accounts  and  arrange  settlements  to  cancel  inter- 
bank indebtedness ; 

Engage  in  such  auxiliary  services  as  are  best  conducted  through  a  central 
agency. 

Participation  is  voluntary,  open  to  both  AABB  member  institutions  and  non- 
member  institutions.  Nonmember  banks  pay  an  annual  Clearinghouse  partici- 
pation fee. 

All  District  Offices  have  direct  communication  through  the  Telex  Communica- 


tions System. 

The  1968  operation  statistics  are  : 

Blood  banks/drawing  stations  participating   783 

Hospitals  and  transfusion  facilities  served  :  more  than   2,  800 

Total  transactions  handled   753,  688 

Total  reciprocity  credits   225,  880 

Units  of  blood  shipped  between  banks   105,  843 


Units  shipped  to  alleviate  shortages  and  surpluses  (new  orders)   52,  361 

Units  shipped  against  indebtedness   53,  482 


Maryland  blood  exchange  program 

To  promote  better  utilization  of  available  blood,  and  at  the  request  of  the  medi- 
cal community,  the  AABB  established  the  Maryland  Blood  Exchange  in  Baltimore 
in  September  1963. 

When  a  hospital  encounters  a  shortage  of  type-specific  blood,  it  contacts  the 
Exchange,  which,  in  turn,  endeavors  to  arrange  for  a  blood  shipment  from  an- 
other participating  hospital. 

Between  September  1963  and  December  1968,  the  MBX  received  requests  for 
13.692  units  of  type-specific  blood  and  was  able  to  ship  10,899  units  of  blood  to 
other  members,  fulfilling  80%  of  all  requests  received. 

Sixteen  hospitals  in  the  Baltimore  area  currently  are  enrolled  in  this  program. 

New  Jersey  blood  exchange  program 

At  the  request  of  7  hospital  blood  banks  in  Passaic  County,  the  AABB  estab- 
lished the  New  Jersey  Blood  Exchange  in  September  1965. 

Between  September  1965  and  June  1968,  the  NJBX  received  requests  for  9.397 
units  of  type-specific  blood,  and  was  able  to  ship  6,617  units  of  blood  to  other 
members,  fulfilling  65%  of  all  requests  received. 

SJiriners"  blood  program 

This  program  was  established  July  1,  1967,  to  supply  the  blood  needs  of  Shrine 
Burn  Hospitals.  This  cooperative  undertaking  enhances  the  provision  of  blood 
service  to  Shrine  Hospitals  and  Burn  Centers  on  a  voluntary,  nonprofit  basis. 

From  July  1967  through  June  1968,  930  donations  were  credited  to  this  account 
and  581  credits  were  released. 

A  ABB-AMERICAN  RED  CROSS  RECIPROCITY  AGREEMENT 

The  primary  purpose  of  the  agreement,  established  in  May  1961,  is  to  facilitate 
the  wider  exchange  of  donor  blood  replacement  credits  and  blood  between  blood 
banks  and  regional  centers  on  a  national  basis  as  a  service  to  patients  and  donors. 


Between  May  1961  and  December  1968,  transactions  handled  between  the  two 
organizations  were  : 

Total  replacement  credits  exchanged  between  AABB  and  ARC  facilities      608,  352 

Total  units  of  blood  shipped  on  indebtedness  and  new  orders  321,  818 

Total  units  of  blood  shipped  by  ARC  from  interorganizational  attrition 

account  to  banks  on  more  than  one-for-one  replacement  policy   36,  003 


INSPECTION  AND  ACCREDITATION  PROGRAM 

This  program  was  instituted  in  late  1958.  It  is  conducted  by  the  National  Com- 
mittee on  inspection  and  Accreditation  comprised  of  13  physicians  under  whom 
approximately  233  professionals  serve  as  volunteer  inspectors.  No  compensation 
is  paid  to  any  person  in  the  program.  They  are  reimbursed  for  out-of-pocket 
expense  only. 
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Number  of  voluntary  inspectors  as  of  December  1968  (by  District)  : 


District  I  (Northeast)   88 

District  II  (Southeast)   28 

District  III  (North  Central)   75 

District  IV  ( South  Central)   18 

District  V  (Pacific)   28 


Total  237 

Member  blood  banks  participate  without  payment  of  inspection  fee  and  their 
accreditation  is  granted  for  a  three-year  period. 

Nonmembers  pay  an  inspection  fee  and  their  accreditation  is  granted  for  a 
one-year  period. 

To  date,  over  1,100  blood  banks  and  transfusion  services  have  been  accredited 
by  the  AABB. 

This  program  is  available  to  all  blood  banks  and  transfusion  services ;  all  are 
urged  to  participate. 

To  standardize  the  methods  of  inspection  and  to  exchange  ideas,  Inspection 
and  Accreditation  Workshops  have  been  held  in  each  of  the  five  AABB  geographic 
districts.  The  participants  in  these  workshops  are  primarily  physicians  who  are 
actively  involved  as  voluntary  inspectors.  An  annual  workshop  is  held  also 
conjunction  with  the  AABB  Annual  Meeting. 

REFERENCE  LABORATORIES  PROGRAM 

25  regional  laboratories,  located  throughout  the  United  States  and  especially 
competent  in  blood  group  immunology,  aid  blood  banks  with  serological  problems 
and/or  procurement  of  rare  type  donor  blood.  Individual  banks  may  consult  with 
the  laboratories  on  problems  of  crossmatching,  pregnancies,  transfusion  reactions, 
and,  particularly,  antibody  identification. 

Rare  Donor  File 

Help  in  locating  very  rare  types  of  blood  efficiently  and  rapidly  is  a  service  pro- 
vided by  the  Reference  Laboratories  Program  through  the  AABB  Rare  Donor 
File,  located  in  Michael  Reese  Blood  Center,  Chicago,  Illinois.  This  is  a  no-fee, 
24-hour  service  and  includes  shipment  aid  worldwide. 

Today  registered  rare  donors  and  frozen  rare  bloods  available  at  10  AABB 
nationwide  freezing  depots,  are  recorded  on  Termatrex  cards  and  IBM  com- 
puter. Freezing  depots  must  notify  the  rare  donor  file  as  they  add  new  rare  bloods 
or  as  they  transfuse  existing  ones.  "Super  rare"  bloods  have  been  placed  in  AABB 
storage  at  the  Chelsea  Naval  Hospital,  Chelsea,  Massachusetts,  since  1960.  As 
of  June  1968,  4,408  rare  blood  donors  were  on  file  along  with  478  units  of  rare 
bloods  in  frozen  storage  at  the  10  frozen  blood  depots.  The  Rare  Donor  File  aver- 
ages two  to  three  calls  per  week  for  rare  blood. 

In  1968,  the  International  Rare  Donor  File  of  the  International  Society  of 
Blood  Transfusion  was  merged  with  the  Association's  file,  making  the  roster  of 
rare  donors  world-wide. 

DISASTER  PLAN 

This  plan  is  being  implemented  by  the  National  Committee  on  Disaster  Plan- 
ning, comprised  of  7  physicians,  to  function  on  local,  state,  district  or  national 
basis,  in  any  type  of  disaster  requiring  blood. 

PUBLIC  RELATIONS  AND  INFORMATION 

The  Association  provides  various  donor  procurement  aids  for  individual  blood 
bank  use:  Films,  brochures,  radio-TV  spot  announcements,  novelty  items,  and 
posters. 

The  brochure  "Supply,  Demand  and  Human  Life,"  developed  by  the  AABB 
and  endorsed  by  7  major  medical  agencies,  has  had  a  distribution  of  1.8  million 
copies  in  the  past  24  months. 

News  releases  to  local  papers  on  each  blood  bank  accredited,  new  and  renewal, 
or  joining  the  clearing  house  program  are  made  by  the  Association. 
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ANNUAL  MEETING 

This  meeting  is  held  in  the  Fall  of  each  year.  In  addition  to  membership  busi- 
ness sessions,  the  four-day  meeting  includes  full-day  technical  seminars  with  an 
average  attendance  of  1,200  physicians  and  technologists,  three  days  of  concur- 
rent scientific  and  administrative  paper  sessions,  a  practical  workshop,  and 
scientific  and  technical  exhibits. 

Programs  are  comprised  of  55-65  scientific  papers,  25-30  papers  on  administra- 
tion, symposia  and  panel  discussions  on  everyday  problems  in  practical  blood 
banking  with  audience  participation.  Foreign  immunohematologists  appear  as 
guest  lecturers  each  year.  The  attendance  at  the  October  1968  meeting  numbered 
2,450. 

TRAINING  PROGRAMS 

Certification  in  Blood  Banking  Specialty 

This  program  is  conducted  under  the  direction  of  the  AABB  Committee  on 
Education,  in  cooperation  with  the  Registry  of  Medical  Technologists  of  the 
American  Society  of  Clinical  Pathologists,  to  train  and  certify  medical  tech- 
nologists in  blood  bank  specialty.  A  one-year  training  period  is  required,  fol- 
lowed by  written  and  practical  examinations. 

To  date  there  are  39  participating  training  centers  (with  8  centers  pending 
approval)  and  these  centers  have  certified  over  600  technologists. 

Component  Therapy  Workshops 

The  Association,  supported  by  a  grant  from  the  Cancer  Control  Program,  U.S. 
Public  Health  Service,  conducts  these  workshops  to  stimulate  physicians  and 
techonlogists  to  recognize  the  need  for  training  in  component  therapy.  It  is  the 
objective  of  this  project  to  conduct  such  training  nationwide. 

The  workshops  were  initiated  in  October  1967.  As  of  the  end  of  1968,  17  work- 
shops had  been  held,  educating:  379  physicians,  791  technologists,  228  faculty 
members  (physicians  and  technologists).  Between  January  1  and  May  31,  1969, 
10  additional  workshops  and  2  seminars  will  be  presented. 

Component  Therapy  Training  Aids 

The  Component  Therapy  Workshop  Manual  will  be  available  for  purchase 
from  the  AABB  Central  Ofiice  as  of  June  1,  1969.  The  following  audio-visual  aids 
may  be  rented  from  the  Network  for  Continuing  Education  by  application  to 
the  AABB  Central  Office : 

''Factor  YIII-Rich  Cryoprecipitate  in  the  Treatment  of  Classical  Hemophilia" 

"Gamma  Globulin" 

"Packed  Red  Cells" 

"Plasmapheresis" 

"Platelets" 

"Component  Blood  Therapy  Means  Better  Patient  Care"  Exhibit 

The  use  of  specific  blood  components  by  physicians  is  being  promoted  by  this 
exhibit,  sponsored  jointly  by  the  AABB  and  the  Cancer  Control  Program,  U.S. 
Public  Health  Service.  Designed  to  fill  a  standard  8'  x  10'  booth  space,  it  was 
shown  at  13  major  national  medical  meetings  during  1967-1968. 

Because  of  the  demand  from  local  and  state  groups,  four  portable  table-top 
exhibits  were  constructed,  patterned  after  the  large  display.  These  "mini-ex- 
hibits" are  available,  without  charge,  from  the  AABB  Central  Ofiice,  and  sup- 
plement the  workshop  program  in  portraying  preparation  of  blood  components 
and  their  use  in  clinical  medicine. 

OTHER  ACTIVITIES 

Individual  consultation  and  assistance  with  establishment  of  new  blood  pro- 
grams is  requested ; 

Assistance  with  placement  of  blood  bank  technologists ; 

Assistance  with  all  types  of  blood  bank  problems  (scientific  and  administra- 
tive) ; 

Liaison  with  allied  medical  organizations  to  foster  exchange  of  ideas  and  in- 
formation relating  to  blood  banks  and  to  promote  high  standards  of  perform- 
ance in  the  field ; 

Liaison  between  the  AABB  and  all  government  offices  involved  in  medicine ; 
Regional  meetings  regarding  blood  bank  problems  and  activities  as  need 
indicates ; 


1123 


Participation  by  A  ABB  members  in  seminars  and  workshops  conducted  by 
member  blood  banks  and  by  state  and  regional  societies ; 

Membership  in  International  Society  of  Blood  Transfusion,  American  Hos- 
pital Association  and  Professional  Convention  Management  Association. 

Publications 

PERIODICALS 

TRANSFUSION,   bimonthly  scientific   journal;   J.   B.   Lippincott  Company, 
publisher 

NEWS  BRIEFS,  bimonthly  internal  news  bulletin;  American  Association  of 
Blood  Banks,  publisher 

BOOKS /MANUALS 

Standards  for  a  Blood  Transfusion  Service  (Fourth  Edition) 

Technical  Methods  and  Procedures  of  the  American  Association  of  Blood  Banks 

(Fourth  Edition) 
A  Seminar  on  Basic  Blood  Group  Serology 
A  Seminar  on  Advanced  Technics  in  Blood  Banking 
A  Seminar  on  Hemolytic  Disease 
A  Seminar  on  the  ABO  Blood  Group  System 
A  Seminar  on  Hemolytic  Transfusion  Reactions 
A  Seminar  on  Compatility  Testing 
Blood  Component  Therapy  Workshop  Manual 

GUIDES  AND  DIRECTORIES 

AABB  Membership  Roster 
AABB  Clearinghouse  Directory 
AABB  Clearinghouse  Guide 

AABB  Requirements  for  Certification  in  Blood  Banking 
Bylaws  of  the  AABB 

REPRINTS 

Liability  for  Negligence  in  Blood  Transfusions 

Sidney  N.  Zipser 
National  Clearinghouse  Program  of  the  AABB 
Inspection  and  Accreditation  Program  of  the  AABB 

LEAFLETS 

Circular  of  Information  for  the  Use  of  Whole  Blood  (Human)  and  Packed  Red 

Blood  Cells  (Human)  by  Physicians 
Circular  of  Information  for  the  Use  of  Single  Donor  Plasma  (Human)  Fresh 

Frozen  by  Physicians 

BROCHURES 

Facts  About  Blood  Banking 

Supply,  Demand  and  Human  Life 

Component  Blood  Therapy  Means  Better  Patient  Care 

Mrs.  Griffiths.  Mr.  Feldman  ? 

We  are  happy  to  have  you  with  us,  Mr.  Feldman.  We  will  be  happy 
to  have  you  identify  yourself  for  the  record,  and  you  may  proceed  as 
you  choose. 

STATEMENT  OF  LAWRENCE  C.  FELDMAN,  EXECUTIVE  DIRECTOR, 
DAY  CARE  AND  CHILD  DEVELOPMENT  COUNCIL  OF  AMERICA 

Mr.  Feldman.  Thank  you,  Madam  Chairman,  it  is  a  pleasure  to 
have  this  opportunity  to  present  the  views  of  the  Day  Care  and  Child 
Development  Council  of  America  on  the  proposed  amendments  to  the 
Social  Security  Act  as  they  pertain  to  the  provision  of  child  care 
services. 
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I  would  like  to  submit  my  statement  for  the  record  and  try  and 
briefly  summarize  it  and  perhaps  emphasize  a  couple  of  points  that 
seem  to  me  to  be  most  pertinent. 

Mrs.  Griffiths.  Without  objection  the  statement  will  be  printed  in 
the  record  in  full,  and  you  may  proceed  as  you  choose. 

Mr.  Feldmax.  Thank  you. 

First  of  all  to  familiarize  you  very  briefly  with  the  organization  that 
I  represent,  I  am  the  executive  director  of  the  Day  Care  and  Child 
Development  Council  of  America.  We  are  a  relatively  new  organiza- 
tion. We  have  been  in  existence  only  15  months.  We  represent  an  effort 
to  build  a  national  citizens  action  and  citizens  movement  for  early 
childhood  programs  and  as  such  we  have  in  our  membership  and  we 
represent  people  from  education,  social  work,  the  health  professions, 
and  the  business,  labor  and  volunteer  communities  that  have  an  inter- 
est in  early  childhood  programs. 

I  am  going  to  center  my  comments  this  afternoon  on  the  child  care 
provisions  of  H.K..  14173,  the  President's  proposed  Ave1  fare  reform. 
We  were  very  pleased  and  we  applaud  the  administration's  concern 
with  the  first  5  years  of  life  and  the  very  evident  care  and  thinking 
that  went  into  the  day  care  provisions  of  this  proposed  legislation . 

Too  often  in  the  past  day  care  legislation  and  other  services  for 
children  have  been  enacted  without  the  necessary  research  and  think- 
ing about  the  real  problems  that  are  encountered  in  the  process  of  try- 
ing to  build,  maintain  and  operate  programs  for  children.  And  even 
though  there  are  some  criticisms  of  the  day  care  provisions  of  this  bill 
that  I  will  make,  I  think  it  is  important  that  we  see  how  much  re- 
search and  how  much  thought  of  the  real  problems  obviously 
went  into  development  of  this  piece  of  legislation.  It  represents  for  us 
a  giant  step  forward  in  the  building  and  provision  of  day  care  services. 

The  first  and  probably  most  important  thing  that  it  does  is  that  it 
begins  by  recognizing  that  day  care  cannot  be  a  custodial  or  babysit- 
ting service,  that  in  order  to  be  a  decent  or  even  adequate  day  care 
program  it  must  be  aimed  at  the  developmental  needs  of  the  child. 
This  a  concept  which  is  all  too  often  just  not  understood  in  this 
country. 

There  is  a  tendency  to  feel  that  anyone  can  take  care  of  small  chil- 
dren, that  the  process  of  providing  for  the  needs  of  young  children  is 
something  that  does  not  require  professional  skill  or  adequate  sup- 
port or  backup.  And  we  have,  unfortunately,  in  this  country  as  a  result 
of  that  attitude  proliferated  with  public  moneys  all  too  often  what  we 
call  at  the  council  zoo  care  rather  than  day  care  and  it  has  put  us  in 
the  somewhat  anomalous  position  of  taking  some  youngsters  from 
low  income  families  and  giving  them  a  head  start  through  one  pro- 
gram and,  at  the  same  time,  dealing  with  their  peers  in  such  a  way 
in  other  programs  also  supported  by  the  Government  to  give  them  a 
push  back.  This  legislation  which  does  in  fact  recognize  the  importance 
of  the  education,  medical,  nutritional  and  social  service  elements  of 
day  care  programs  represents  for  us  in  an  enormous  step  forward. 

It  also  comes  to  grips  in  a  very  practical  way,  as  distinguished  from 
this  philosophical  point,  with  some  of  the  very  immediate  operating 
problems  that  are  going  to  be  encountered  in  any  effort  to  provide  day 
care  services  on  any  large  or  meaningful  scale. 
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The  first  and.  most  obvious  of  those  problems,  of  course,  is  the  fact 
that  good  day  care,  good  developmental  day  care,  costs  money,  and 
there  is  no  way  of  getting  good  day  care  cheap  as  all  too  often  in  the 
past  has  been  the  attempt.  There  is  at  least  the  beginning  of  recogni- 
tion in  this  legislation  of  what  the  real  costs  of  planning  and  mounting 
a  day  care  program  are  likely  to  be. 

Secondly,  there  is  recognition  of  the  fact  that  regardless  of  how 
much  money  is  made  available  and  how  badly  day  care  is  wanted,  there 
are  two  major  bottlenecks  in  the  field  that,  unless  they  are  overcome, 
will  deter  the  development  of  adequate  day  care  systems.  I  am  refer- 
ring to  the  lack  of  physical  facilities  in  which  to  house  day  care  pro- 
grams and  the  lack  of  a  trained  manpower  pool  and  the  concomitant 
need,  therefore,  for  adequate  training  and  staff  development  in  order 
to  begin  to  staff  any  of  the  day  care  programs  that  are  now  on  the 
drawing  board. 

In  the  way  the  bill  is  presumably  going  to  be  administered,  there 
is  also  a  recognition,  we  think,  of  some  very  practical  problems  that 
have  been  encountered  in  the  past.  The  fact  that  there  is  going  to  be  90 
percent  Federal  funding  is  intelligent  recognition  of  the  difficulties 
that  States  and  local  communities  have  had  in  coming  up  with  larger 
local  share  portions  such  as  now  required  under  the  Social  Security 
Act. 

Also,  the  provision  that  allows  for  direct  Federal  funding  is  one 
of  the  things  that  we  look  for  in  this  bill  that  will  hopefully  allow  the 
bottleneck  on  day  care  to  be  broken. 

This  will  open  up  the  opportunity,  we  hope — and  we  think  that 
this  is  something  that  will  be  welcomed  by  the  Congress  as  the  pro- 
gram unfolds — of  bringing  the  private  sector  into  the  provision  of 
these  kinds  of  services  on  a  large  scale  for  the  first  time.  Since  we  are 
starting  in  this  country  from  such  a  narrow  program  base — there  are 
so  few  adequate  day  care  services  and  so  few  people  to  staff,  admin- 
ister, and  provide  the  training  for  those  services — the  involvement  of 
private  sector  business  and  business  operations,  if  properly  controlled 
and  under  the  right  kinds  of  regulations,  could  be  an  enormous  boon  to 
the  field. 

I  would  like  to  note  some  inconsistencies  in  the  legislation  as  we  see 
it  presently  drafted. 

The  costs  that  were  projected  by  Secretary  Finch  in  his  statement 
to  the  committee  on  October  15th  of  $1,600  per  year  per  child  for  pre- 
school programs  and  $400  per  year  per  child  for  after-school  programs 
for  older  children,  we  think,  are  going  to  turn  out  to  be  too  low.  The 
experience  that  we  have  to  date  in  operating  day  care  and  full  day, 
year  long,  Headstart  programs  in  those  major  cities  which  are,  after 
all,  going  to  be  the  major  sources  of  day-care  need  under  this  program, 
indicate  to  us  that  the  cost  per  child  for  the  kind  of  program  that  the 
administration  obviously  has  in  mind  is  likely  to  be  closer  to  $2,000 
or  to  $2,200  per  year  per  child  for  a  preschool  program.  I  think  this 
is  something  that  the  Congress  ought  to  take  into  consideration  in  the 
planning  of  these  programs. 

I  have  attached  to  my  testimony  as  my  appendix  detailed  budget 
breakdowns  of  model  programs,  and  when  I  say  model,  I  don't  mean 
to  confuse  that  with  ideal.  These  are  model  programs  in  the  sense  of 
being  a  model  of  what  is  likely  to  happen  on  the  basis  of  the  experi- 
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ence  that  we  have  in  Headstart  funded  day  care  to  date.  Those  figures 
are  now  2  years  old,  I  might  add,  and  yet  they  show  a  substantially 
higher  cost  for  these  programs  than  the  administration  is  now  pro- 
jecting. 

In  addition,  I  think  we  will  find  as  this  program  is  implemented  that 
the  provisions  for  renovation  of  physical  facilities  are  helpful  but  not 
sufficient,  that  as  we  get  particularly  into  the  big  cities  it  is  going  to 
turn  out  to  be  impossible  to  find  buildings  that  are  easily  renovated  or 
that  even  with  some  substantial  expenditure  can  be  renovated  and 
made  appropriate  for  early  childhood  programs.  There  is  the  consider- 
ation which  just  from  a  cost  effective  point  of  view  I  think  ought  to 
be  kept  in  mind — that  at  the  point  where  you  are  putting  several  tens 
of  thousands  of  dollars  into  renovating  a  building  you  are  very  often 
producing  a  building  whose  life  expectancy  is  much,  much  shorter  than 
it  would  be  if  you  were  to  build  right  from  scratch.  We  have  had  con- 
versations both  with  architects  and  planners,  and  I  think  it  can  be 
demonstrated  that  it  is  an  inefficient  use  of  moneys  to  renovate  in  many 
instances  in  the  big  cities  where  you  would  be  better  off  building  from 
scratch  even  though  the  initial  capital  outlay  might  be  substantially 
higher. 

In  looking  at  a  third  area  of  the  budget  that  was  presented  by  the 
administration  on  this  bill,  it  leaves  us  some  areas  of  confusion.  Secre- 
tary Finch  referred  to  a  $386  million  figure  for  the  day-care  portion 
of  the  legislation.  And  we  have  had  difficulty  analyzing  where  that 
$386  million  would  go.  He  used  the  figure  of  450,000  children  and 
broke  that  down  into  preschool  and  after-school  programs,  which,  if 
you  use  the  cost  figures  that  he  used,  use  up  practically  the  entire  $386 
million. 

I  don't  know  how  much  the  administration  is  planning  on  allocat- 
ing to  renovation,  but  the  cost  of  renovation  is  such  that  on  top  of 
the  operating  expenses  it  raises  the  danger  that  very  little  money  is 
being  allocated  for  training  and  technical  assistance.  It  is  not  going  to 
be  adequate  to  recognize  the  need  for  training  and  the  technical  as- 
sistance processes  and  then  not  allocate  the  money  for  it. 

In  Project  Headstart  last  year,  the  budget  was  $328  million  for  the 
total  program,  of  which  $30  million  went  into  training  and  technical 
assistance  projects. 

It  is  our  feeling  that  probably  something  better  than  twice  as  much 
should  have  gone  into  the  training  area  just  to  maintain  the  level  of 
quality  of  Project  Headstart. 

Now,  we  are  talking  about  another  major  expansion  drawing  on  the 
same  manpower  pool  and  I  think  we  are  going  to  have  to  face  the 
fact  that  the  gearing  up  costs  for  the  next  3  or  4  years  in  terms  of  both 
facilities  and  training  are  going  to  be  very  substantial. 

Finally,  we  want  to  urge  on  the  committee  that  the  administration 
of  these  day-care  provisions  be  placed  in  the  Office  of  Child  Develop- 
ment recently  created  by  Secretary  Finch. 

We  have  a  continuing  problem  in  this  field  of  a  multiplicity  of  Fed- 
eral programs  authorized  under  different  pieces  of  statutory  language, 
operating  with  different  regualtions,  administered  by  different  Fed- 
eral agencies.  It  has  created  a  bureaucratic  maze  for  people  at  the  local 
community  and  State  levels,  who  are  supposed  to  be  spending  their 
time  providing  services  for  children.  They  have  to  spend  all  too  much 


1127 


their  time  at  this  juncture  negotiating  this  impossible  bureaucratic 
maze. 

Secretary  Finch  announced  the  creation  of  the  Office  of  Child  Devel- 
opment as  an  effort  at  some  coordination  and  centralization  of  HEW;s 
child-care  programs.  This  has  not  yet  materialized  in  what  we,  and 
most  other  people,  I  think,  in  the  early  childhood  field  regard  as  a 
satisfactory  fashion.  If  we  are  now  to  add  still  another  day-care  au- 
thority, it  is  imperative  that  some  degree  of  administrative  efficiency 
be  created  by  lodging  it  in  the  office  which  is  supposed  to  have  the  re- 
sponsibility for  conducting  HEW's  early  childhood  programs. 

Thank  you  very  much. 

(The  prepared  statement  referred  to  follows :) 

Statement  of  Lawrence  C.  Feldman,  Executive  Director,  Day  Care  and 
Child  Development  Council  of  America,  Inc. 

Mi*.  Chairman,  distinguished  Members  of  the  Committee,  I  am  pleased  to 
have  an  opportunity  to  present  the  views  of  the  Day  Care  and  Child  Develop- 
ment Council  of  America  on  proposed  amendments  to  the  Social  Security  Act 
as  they  pertain  to  the  provision  of  child  care  services. 

The  Day  Care  and  Child  Development  Council  of  America  is  a  national, 
voluntary,  citizens  organization  promoting  public  understanding  and  support 
for  the  development  of  quality  services  for  all  children  who  need  or  can  benefit 
from  them.  Our  membership  is  composed  of  local  citizens  groups  and  lay  and 
professional  leaders  throughout  the  country  who  share  our  concerns  and  com- 
mitment to  quality  care  for  children. 

Specifically,  I  should  like  to  address  my  remarks  today  to  H.R.  4795,  and  to 
the  "Child  Care  and  Supportive  Services"  provisions  in  H.R.  14173. 

H.R.   4795 — CHILD  WELFARE  SERVICES 

The  Council  heartily  supports  the  provisions  of  H.R.  4795,  introduced  by 
the  distinguished  gentleman  from  Massachusetts,  Mr.  Burke.  Present  provisions 
for  social  services  for  the  categorical  aid  programs  provide  for  75  percent 
Federal  reimbursement  to  the  States  of  the  costs  of  providing  such  services, 
yet  the  authorizations  and  appropriations  for  child  welfare  services  have  been 
extremely  limited.  We  Americans  like  to  think  of  ourselves  as  a  child-loving 
people  and  often  refer  to  our  children  as  our  most  precious  resource.  Yet,  when 
providing  them  with  the  supportive  services  they  need  to  grow  into  mature, 
responsible  citizens,  we  have  been  loathe  to  provide  the  resources  to  insure  this. 
The  Council  feels  that  it  is  the  responsibility  of  the  Federal  government  to 
provide  a  fair  share  of  the  resources  needed  to  assure  that  adequate  services 
and  personnel  are  available  throughout  the  country  to  serve  every  child  in  need. 
The  Day  Care  and  Child  Development  Council  of  America's  ultimate  goal  is 
the  provision  in  every  community  of  a  comprehensive  system  of  developmental 
services.  H.R.  4795  would  go  a  long  way  toward  providing  support  for  an 
array  of  these  services. 

H.R,   14173  CHILD  CARE  SERVICES 

The  Council's  primary  concern,  however,  has  been  the  provision  of  quality 
day  care  for  children  and  I  would  therefore  now  like  to  turn  to  the  "Child 
Care  and  Supportive  Services"  provisions  of  H.R.  14173.  Let  me  begin  by 
stating  that  we  applaud  the  Administration's  stated  concern  for  the  first  five 
years  of  life  and  its  recognition  not  only  of  the  need  for  day  care  for  the  children 
of  working  mothers  but  also  of  the  need  for  quality  care  which  would  include 
educational,  nutritional,  medical  and  social  services  components. 

The  Council  strongly  believes  that  day  care  and  other  child  welfare  programs 
should  always  be  primarily  concerned  with  the  child  and  his  family  and  viewed 
only  secondarily  as  a  support  for  manpower  training.  Quality  day  care  can 
provide  the  child  with  a  strong  start  toward  a  successful  and  productive  life 
and  should  be  viewed  as  an  investment  in  him.  On  the  other  hand,  if  we  fail 
to  provide  quality  care  to  the  child,  in  the  absence  of  the  mother,  the  experience 
will  be  detrimental  to  his  development. 
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COSTS 

Thus,  due  to  the  importance  of  providing  quality  day  care,  we  question  the 
Administration's  projections  on  what  the  costs  of  such  care  are.  We  recognize 
that  costs  can  vary  enormously  depending  on  variations  in  salary  levels  and  the 
availability  of  supplementary  services  such  as  free  dental  and  medical  care  in 
different  parts  of  the  country.  However,  I  believe  it  is  fair  to  say  that  salaries 
and  other  costs  are  generally  higher  in  urban  than  in  rural  areas  and  that  we 
are  mainly  concerned  with  urban  sites  when  we  talk  of  manpower  programs. 
Furthermore,  the  current  rate  of  inflation  is  escalating  personnel  costs,  the 
largest  budget  item  in  a  day  care  program. 

The  Administration  has  estimated  that  full-year  preschool  care  will  cost  $1,600 
per  child  and  that  after  school  and  vacation  care  costs  $400.  Yet,  two  years  ago, 
in  1967,  the  Council  estimated  that  "acceptable"  care  would  cost  $1,915  in  group 
day  care,  $2,020  in  family  day  care  and  $634  in  after  school  and  vacation  care.  A 
"desirable"  level  of  services  would  cost,  in  the  same  situations,  $2,320,  $2,372  and 
$653  respectively.  The  analysis  defines  "acceptable"  to  include  a  basic  program 
of  developmental  activities  as  well  as  providing  minimum  custodial  care.  "De- 
sirable" is  defined  to  include  the  full  range  of  general  and  specialized  develop- 
mental activities  suitable  to  individualized  development.  I  have  not  given  the  esti- 
mates on  minimal  care  as  the  disadvantages  of  such  care  far  outweigh  the  ad- 
vantages of  having  the  mother  work.  Furthermore  a  minimal  care  program  would 
not  meet  the  standards  of  the  "Federal  Interagency  Day  Care  Requirements" 
promulgated  last  year  by  the  United  States  Department  of  Health,  Education 
and  Welfare.  United  States  Office  of  Economic  Opportunity  and  United  States  De- 
partment of  Labor.  We  would  expect  that  any  new  Federal  grants  supporting  day 
care  would  go  only  to  programs  which  at  a  minimum  meet  these  standards.  The 
Council,  itself,  feels  that  only  the  desirable  level  is  appropriate  for  children — 
especially  for  children  from  disadvantaged  homes.  Experience  here  in  Wash- 
ington at  the  full-day  care  centers  funded  through  Head  Start  substantiates 
the  cost  estimates  for  desirable  care  cited  above  as  does  the  Department  of  La- 
bor's experience  in  its  day  care  center  for  Department  of  Labor  employees.  I  am 
attaching  the  Council's  estimates  of  average  costs  for  "acceptable"  care  as  an 
Appendix  to  my  Statement. 

ADMINISTRATION 

As  a  further  step  toward  rationalizing  the  administration  of  child  care  services 
within  the  Federal  government,  we  would  hope  that  the  grants  for  day  care  serv- 
ices authorized  in  the  bill  would  be  administered  by  the  new  Office  of  Child  De- 
velopment. In  order  to  effect  an  efficient  proliferation  of  day  care  in  the  country, 
flexibility  should  be  maintained  in  the  administration  and  in  eligible  grantees. 
Both  the  policies  and  the  supervision  of  grants  should  be  the  responsibility  of  the 
same  office. 

Although  we  endorse  the  provision  of  day  care  as  a  necessary  service  to  man- 
power programs  and  feel  that  it  should  be  specifically  provided  for  in  such  pro- 
grams, we  do  not  feel  that  separate  services  should  be  set  up  to  meet  the  needs  of 
specified  groups  within  the  population.  As  this  legislation  is  drafted,  it  will  prob- 
ably result  in  centers  which  serve  only  the  poor  or  near  poor.  Instead,  we  feel  that 
day  care  centers  should  be  set  up  as  community  resources,  to  be  used  by  anyone 
within  that  community.  This  approach  would  make  not  only  for  easier  local  ad- 
ministration, but  also  encourage  social,  economic  and  racial  integration  rather 
than  segregating  the  children  of  the  poor  from  others  within  the  community. 

Ideally,  day  care  and  other  child  welfare  services  should  be  universally  avail- 
able to  all  children  regardless  of  their  families'  socioeconomic  status  and  these 
services  should  be  publicly  supported  as  the  schools  are  today.  WTe  fully  under- 
stand, however,  that  this  is  fiscally  impossible  at  the  present  time  and  that  fam- 
ilies must  be  asked  to  meet  a  fair  share  of  the  costs  of  services,  according  to  their 
ability  to  do  so. 

It  is  perhaps  time,  however,  for  the  Committee  to  consider  whether  we  should 
continue  to  provide  services  only  to  particular  groups  within  the  country  for 
which  the  tax  dollars  of  all  are  being  spent.  Our  experience  with  Head  Start  did 
much  to  show  us  the  resentment  which  can  build  up  when  a  desirable  service  is 
provided  in  a  community  for  which  only  a  small  segment  is  eligible.  Not  only  the 
poor  and  the  near  poor  need  quality  day  care  for  their  children.  There  are  thou- 
sands of  middle  class  families  which  desire  quality  day  care  for  their  children 
either  because  they  want  an  early  group  educational  experience  for  their  child  or 
because  the  mother  wishes  to  pursue  a  career. 
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The  bill  provides  for  the  care  of  the  estimated  450,000  children  of  the  mothers 
who,  through  the  work-training  provisions  of  the  bill,  will  be  entering  the  labor 
market  for  the  first  time.  It  does  nothing  to  help  fill  the  gap  in  needed  child 
care  services  for  the  children  of  mothers1  who  are  already  working.  The  Depart- 
ment of  Labor  estimated  in  1967,  that  there  were  some  3.8  million  preschool 
children  of  working  mothers  for  whom  there  were  less  than  500,000  available 
day  care  situations.  (This  does  not  include  school  age  children  who  also  need 
after  shcool  and  vacation  care.)  For  the  children  for  whom  no  organized  care 
could  be  found,  a  variety  of  ad  hoc  arrangements  were  made — many  were  left  at 
home  by  themselves.  This  situation  has  not  improved  in  any  substantial  way 
since  1967. 

We  agree  that  mothers  with  preschool  children  should  not  be  forced  to  take 
training  or  work.  We  would  go  further,  however,  and  insist  that  any  mother 
with  children  at  home  should  be  allowed  to  choose  whether  she  stay  at  home  with 
her  children  or  go  to  work.  Where  the  mother  does  choose  to  work,  we  are 
pleased  to  see  that  the  bill  provides  that  income  needed  to  offset  necessary  child 
care  costs  while  in  training  or  employment  will  be  excluded  in  determining  total 
income  for  the  Family  Assistance  Program. 

In  conclusion,  I  would  like  to  say  that  in  addition  to  the  authorization  for  the 
support  of  program  costs  and  renovation  of  facilities,  there  is  in  some  localities, 
a  pressing  need  for  new  construction.  Head  Start  programs  have  found  and  are 
using  most  of  the  usable  church  space  in  many  communities.  School  buildings 
are  used  during  most  of  the  day.  Where  there  is  no  renovatable  space  suitable 
for  child  care  programs  available  in  the  neighborhoods  where  the  services  are 
most  needed,  new  construction  should  be  allowed.  One  solution  certainly  is  the 
use  of  prefabricated  structures,  designed  for  child  care  purposes,  which  can  be 
located  on  one  of  the  empty  lots  often  found  in  residential  neighborhoods. 

One  of  the  roadblocks  to  the  provision  of  child  care  services  has  been  the  lack 
of  properly  trained  personnel  to  man  the  programs.  We  would  hope  that  a  sub- 
stantial proportion  of  the  new  training  slots  would  be  earmarked  for  the  training 
of  such  personnel. 

I  have  tried  to  address  myself  to  only  those  provisions  of  the  pending  bills, 
about  which  we  are  most  concerned.  I  hope  that  our  Testimony  will  be  helpful  to 
you  in  your  consideration  of  these  provisions  and  would  be  happy  to  try  to  answer 
any  questions  which  the  Committee  has. 

COMPONENTS  AND  THE  ANNUAL  OPERATING  COSTS  PER  CHILD  FOR  THE  3  MAJOR  KINDS  OF  DAY-CARE  FACILITIES 
TABLE  I.— OPERATING  COST  OF  DAY  CARE  FOR  A  FULL  DAY  IN  A  FAMILY  DAY-CARE  SITUATION  i 

Annual  cost 

Program  element  Description  per  child 

1.  Food— Meals  and  snacks    2  meals  and  snacks    $150 

2.  Medical  and  dental  services  -   Examination  and  referral  services   20 

3.  Work  with  parents    General    parent   activities   plus   limited  30 

counseling  services. 

4.  Facilities  and  utilities  (rental)     Special  maintenance  allowance  in  lieu  of  30 

rent  plus  central  administrative  space. 

5.  Clothing  and  other  emergency  needs.   As  necessary    20 

6.  Supplies  and  materials     Developmental  program   35 

7.  Equipment  (annual  replacement  costs)  do.    15 

8.  Staff: 

(a)  Day  care  mother     1  per  4  children..   1,100 

(b)  Social  service  professional     1  per  100  children     66 

(c)  Community,  social  service,  parent  or  health   do    32 

aides. 

(d)  Business  at  $4,000  including  janitorial,  main-   2  per  100  children    80 

tenance,  and  secretarial. 

(e)  Special  resource  personnel  (psychology,  music,   do     132 

art,  consultants,  etc.)  at  $6,600. 

(f)  Supervision  $8,000...     do   160 

9.  Training.   Approximately  10  percent  of  salary  costs...  150 

Total      2,020 


i  This  analysis  is  based  on  providing  service  10  to  12  hours  a  day,  5  days  a  week. 
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TABLE  II.— OPERATING  COSTS  OF  DAY  CARE  FOR  A  FULL  DAY  IN  A  CENTER 


Program  element 


Description 


1.  Food— meals  and  snacks  2  meals  and  snacks   

2.  Transportation   Provided  by  center  

3.  Medical  and  dental  services   Examination  and  referral  service  

4.  Work  with  parents  General   parent  activities   plus  limited 

counseling  services. 

5.  Field  trips  

6.  Facilities  and  utilities  (rental)  Space  meeting  State  and  local  licensing 

requirements. 

7.  Clothing  and  other  emergency  needs  As  necessary    

8.  Supplies  and  materials  (expendable)    General  developmental  program   

9.  Equipment  (annual  replacement  costs)  General  developmental  program  

10.  Staff: 

(a)  Classroom,  professional— BA   1  per  15  children  

(b)  Classroom,  nonprofessional    2  per  15  children  

(c)  Social  service,  professional   1  per  100  children  

(d)  Community,  social  service,  program,  or  health   do    

aides. 

(e)  Business  and  maintenance  3  per  100  children    

(f)  Special  resource  personnel  (psychology,  music,   1  per  100  children  

art,  consultants,  etc.). 

(g)  Staff  relief      

(h)  Supervision  2  per  100  children    

11.  Training    Approximately  10  percent  of  salary  costs.. 

Total      


$210 
60 
20 
30 

20 
90 

20 
55 
20 

405 
420 
65 
20 

120 
60 

20 
160 
120 


1,915 


Note.  This  analysis  is  based  on  centers  providing  service  12  hours  a  day,  5  days  a  week. 


TABLE  III.— OPERATING  COSTS  OF  DAY  CARE  FOR  BEFORE  AND  AFTER  SCHOOL  AND  VACATION  CARE 


Program  element 


Description 


Annual  cost 
perchild 


A.  DURING  SCHOOL  MONTHS  (40  WEEKS) 

1.  Food— meals  and  snacks  

2.  Work  with  parents  

3.  Facilities  


4.  Supplies  and  materials  

5.  Equipment  (annual  replacement  costs)  

6.  Personnel: 

(a)  Day  care  workers,  at  $4,400  

(b)  Special  resource  personnel,  at  $5,600. 

(c)  Business,  at  $4,000  

(d)  Supervision,  at  $8,000  

7.  sTraining  


Snack  and  breakfast  

Supplementary  to  school  services  

Assume  use  of  school  or  other  nonrent 
facilities. 

Developmental  

 do  


1  per  15  children  for  3  hours. 
1  per  45  children  

1  per  250  children  

2  per  250  children  

 do  


B.  SUMMER  PERIOD  (12  WEEKS) 


1.  Food— meals  and  snacks. 

2.  Work  with  parents  

3.  Facilities  


4.  Supplies  and  materials  

5.  Equipment  (annual  replacement  costs)  

6.  Personnel: 

(a)  Recreation  supervisors,  at  $4,400. 

(b)  Special  resource  

(c)  Business,  at  $4,000  

(d)  Supervision,  at  $8,000  

7.  Training  


Snacks  and  2  meals  

Supplementary  to  school  services  

Assume  use  of  school  or  other  nonrent 
facilities. 

Developmental  

 do  


1  per  15  children  (8  hours  per  day)  

1  per  30  children  

1  per  250  children  

3  per  250  children  

Approximately  15  percent  of  salaries. 


Total. 


$70 
20 
10 

40 
15 


50 
15 
20 

15 
10 

65 
55 
4 

24 
22 

634 


Mrs.  Griffiths.  I  would  like  to  ask  about  these  structures. 

If  you  are  going  to  have  day  care  centers,  what  do  you  assume  the 
structures  are  going  to  be — existing  ones,  or  newly  built  ones,  or  what? 

Mr.  Feldman.  Well,  when  the  1967  amendments  were  passed,  it  was 
undoubtedly  the  assumption  of  the  Congress  that  the  day  care  that 
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would  be  provided  under  the  work  incentive  program  would  be  pur- 
chased from  existing  day  care  facilities.  We  made  an  effort  at  that  time 
to  say  to  this  committee  and  to  the  Senate  Finance  Committee  that 
existing  day  care  facilities  were  by  and  large  so  crowded  with  such 
long  waiting  lists  that  some  mechanism  had  to  be  created  or  developed 
so  that  new  day  care  facilities  could  in  fact  be  built,  staffed  and 
operated. 

Now,  it  is  our  judgment  that  one  of  the  reasons  the  work  incentive 
program  has  been  less  than  a  total  success  in  the  last  2  years  is  the  fact 
that  there  just  hasn't  been  the  day  care  available  through  the  route  that 
was  envisoned  at  that  time. 

That  is  a  long  answer  to  your  question,  but  I  thought  that  back- 
ground might  be  helpful  to  you. 

I  think  it  is  clear  that  we  are  going  to  have  to  develop  new  facilities. 
Now,  in  many  instances,  that  will  be  done  by  both  private  and  public 
agencies  which  are  already  in  the  day  care  business.  A  settlement  house 
or  a  public  welfare  department  or  a  community  group  which  is  already 
running  a  day  care  operation  is  probably  going  to  be  among  the  first 
of  the  groups  that  will  be  involved  in  the  development  of  either 
expanded  or  additional  facilities. 

Mrs.  Griffiths.  I  found  in  Detroit  that  there  was  a  skill  center 
where  the  people  attending  the  center,  I  found,  by  survey  had  some- 
thing like  360  children  and  there  were  no  day  care  facilities.  Then  I 
discovered  that  the  reason  there  were  no  day  care  facilities  was  because 
the  State  of  Michigan  required  that  if  you  had  two  children  gathered 
together  in  a  place  for  day  care  you  had  to  have  a  fireproof  building. 
What  I  can't  understand  is  why  the  building  have  to  be  fireproof  in  a 
day  care  center  when  none  of  the  children  is  really  coming  from  a  fire- 
proof building?  Why  do  we  make  the  whole  structure  so  much 
tougher  ? 

Mr.  Feldmax.  The  whole  problem  of  standards  for  physical  facili- 
ties is  undoubtedly  something  that  is  going  to  have  to  be  worked  on. 
We  have  a  rather  archaic  patchwork  quilt  of  local,  municipal,  and 
State  standards  for  the  health  and  physical  facility  of  day  care  centers. 
A  good  deal  of  attention  has  been  paid  to  that,  and  I  think  it  is  prob- 
ably fair  to  say  in  many  parts  of  the  country — I  am  not  familiar  with 
that  particular  Michigan  or  Detroit  ordinance — they  reflect  very  arti- 
ficial judgments  of  what  is  necessary. 

The  other  side  of  that  coin,  of  course,  is  that  it  is  possible  to  say 
and  I  think  with  some  justice,  that  no  physical  standards,  no  set  of 
local  regulations,  are  higher  than  those  for  school  systems  and  school 
buildings  and  there  is  a  real  question  as  to  whether  or  not  the  stand- 
ards for  day  care  ought  to  be  lower  in  any  instance,  whether  you  are 
talking  about  the  quality  of  the  program  or  the  quality  of  the  build- 
ing, than  they  are  for  the  public  schools. 

Mrs.  Griffiths.  Why  does  it  cost  $1,600  per  child  for  day  care 
when  the  best  school  in  the  entire  Detroit  complex  pays  $1,220  per 
pupil  ? 

Mr.  Feldmax.  I  think  there  are  several  reasons  which  are  not 
immediately  obvious,  and  I  am  delighted  you  asked  that  question. 

First  of  all,  the  school  and  the  day  care  center  require  professional 
staff  which  are  about  equivalent  in  terms  of  training  and  salary. 

Mrs.  Griffiths.  Why  do  the3'  ? 
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Mr.  Feu>man.  Well  

Mrs.  Griffiths.  Why  don't  we  train  some  of  these  welfare  mothers 
to  take  care  of  some  of  these  children  ? 

Mr.  Feldaeax.  I  think  we  can,  and  I  hope  you  know  we  as  an  agency 
are  working  very  hard  to  promote  the  idea  of  career  ladders,  but  1 
am  not  sure  that  ought  not  to  apply  to  the  public  school  system  in  the 
same  way. 

The  basic  premise  is  that  it  requires  at  least  as  much  and  probably 
more  skill  and  training  to  work  in  a  creative  educational  way  with 
very  young  children  than  it  does  to  work  with  children  who  are 
slightly  older. 

The  other  factor  in  that,  of  course,  is  the  day  care  center  is  open 
for  12  hours  a  day,  so  that  you  require  very  often  two  to  two  and  a 
half  shifts  of  staff  and,  thirdly,  you  require  more  adults  for  a  group 
of  children,  the  younger  the  child  is.  If  you  had  a  classroom  in  most 
public  schools  that  was  limited  to  15  children,  you  would  have  what 
most  teachers  would  regard  as  an  ideal  setting,  but  when  you  are 
working  with  3-,  4-,  and  5-year-olds  you  can't  have  a  group  that  is 
any  bigger  than  15  or  it  just  becomes  absolute  bedlam  and  it  isn't 
even  adequate  zoo  care  regardless  of  the  qualifications  of  the  staff. 
But  a  group  ■ 

Mrs.  Griffiths.  I  was  in  Singapore  a  couple  of  years  ago  and  I  saw 
a  better  day  care  program  in  a  better  center  than  anything  I  have 
ever  seen  in  the  United  States  and  there  were  two  women  with  60  kids 
and  the  kids  ran  from  little  tiny  things  to  about  four. 

Mr.  Feldatax.  Well,  Mrs.  Griffiths,  I  think  that  the  preponderance 
of  opinion  amongst  people  who  are  professional,  both  professional 
educators  in  the  early  childhood  field  and  who  are  developmental  psy- 
chologists and  pediatricians,  would  say  that  a  center  of  60  children  of 
preschool  age  that  had  only  two  adults  in  it  was  a  very  inadequate 
center  indeed. 

The  problem  with  this  is  we  are  dealing  with  intangibles.  You  can't 
really  see  what  is  happening  in  the  minds  and  emotions  of  children 
unless  you  are  working  with  them  on  a  day  by  day  basis  over  a  long 
period  of  time. 

Mrs.  Griffiths.  One  of  the  things  that  I  would  like  to  ask  is,  are 
we  going  to  plan  now  to  take  these  children  from  an  area  where  they 
may  have  been  bitten  by  rats,  they  may  have  to  fight  off  the  rats  at 
night,  they  have  never  slept  in  a  decent  bed,  they  have  never  had 
decent  meals,  these  children,  and,  now,  the  only  thing  we  are  going  to 
settle  for  in  removing  them  is  a  group  of  psychologists  or  taking  care 
of  them  a  group  of  highly  trained  people,  in  an  environment  that 
would  be  the  same  tvpe  of  environment  into  which  perhaps  the  child 
of  a  family  making  $100,000  ? 

Mr.  Feldaiax.  That  would  be  ideal. 

Mrs.  Griffiths.  It  would  be  just  great. 

Air.  Feldaiax.  We  know  that  is  not  going  to  happen. 

Mrs.  Griffiths.  But  the  real  truth,  the  thing  I  wonder  about  is 
aren't  we  asking  too  much  too  soon  ?  If  we  ask  that,  will  we  ever  get 
anything  ? 

Mr.  Feldaeax.  I  don't  think  we  are  asking  that. 

Mrs.  Griffiths.  Don't  we  have  to  keep  reminding  ourselves  that 
we  are  settling  for  too  little  now  ? 
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Mr.  Feedmax.  I  don't  think  we  are  asking  for  that.  It  would  be 
nice  if  we  could  put  a  pediatrician  in  every  classroom  or  a  masters  in 
early  childhood  in  every  classroom.  It  is  obvious  that  isn't  going  to 
happen  now  and  it  isn't  going  to  happen  any  time  in  the  immediate 
future. 

The  question  I  think  we  have  to  ask  ourselves  is  what  is  required, 
what  kind  of  things  must  be  done,  ought  to  be  done,  with  very  young 
children  when  you  remove  them  from  their  homes  and  their  mothers. 
We  are  talking  about  a  period  of  life  at  any  time  before  5  when  all  of 
the  patterns  for  intellectual  and  emotional  development  are  being  es- 
tablished and  these  patterns  are  dependent  on  the  interaction  of  the 
child  with  a  competent  loving  adult.  At  the  very  least,  we  can  pro- 
vide enough  people  to  work  with  the  children  that  we  know  through 
a  long  body  of  experience,  and  I  am  not  just  talking  here  about 
ivory  tower  research  university  experience,  I  am  talking  about  the 
whole  long  history  that  we  have  in  this  country  and  other  parts  of 
the  world,  to  work  with  children  so  we  don't  actually  damage  them. 

I  think  the  appeal  we  are  making  is  not  for  an  ideal  system  in  which 
we  are  putting  a  psychologist  in  every  classroom  because  we  know 
that  is  not  possible.  What  we  are  appealing  for  is,  if  we  are  going  to 
put  public  money  into  child  care,  if  public  funds  are  going  to  assume 
the  responsibility  of  the  care  and  development  of  young  children 
that  we  at  least  examine  what  is  necessary  to  be  done  so  that  we  don't 
damage  those  children,  so  that  we  don't  retard  them  intellectually  and 
emotionally. 

I  think  in  those  terms  we  have  obviously  to  find  ways  to  train  people 
much  faster  than  we  have  been  doing  it.  We  can't  put  a  certified 
teacher  in  every  classroom.  They  don't  exist.  But  we  can  find  ways  of 
providing  the  on-going  inservice  training  that  will  begin  to  make 
some  of  these  programs  meaningful. 

I  cite  Headstart  as  the  best  example  of  that  process. 

Mrs.  Griffiths.  I  read  a  recent  book  on  the  kibbutz  method  of  child 
caring  in  Israel  in  which  they  substituted  the  peer  group  for  this 
kind,  loving  wise  parent.  And  they  found,  at  least  the  researcher  who 
had  written  this  book  found,  that  the  child  found  safety  within  his 
peer  group.  He  was  never  alone.  They  deliberately  changed  the  kind, 
loving  intelligent  adult  about  eA^ery  year  or  two,  so  that  no  attachment 
was  ever  made, 

Mr.  Feldmax.  But  there  was  always  an  adult.  I  presume  you  are 
talking  about  Professor  Bettelheim's  book. 

Mrs.  Griffiths.  Yeis,  and  I  don't  think  I  will  even  bring  that  up  in 
this  committee,  but  I  really  thought  it  was  a  very  interesting  sugges- 
tion. I  am  sure  that  we  will  never  have  it,  but  still  they  did  have  a 
very  good  job,  an  extremely  good  job,  and  they  had  some  very  fine 
results. 

Mr.  Feldmax.  Yes.  They  have  had  very  good  experience  with  early 
childhood  care  in  Israel  and  in  the  Scandinavian  countries.  One  of  the 
elements  of  that  experience — and  I  think  Professor  Bettelheim  would 
be  among  the  first  to  point  this  out — is  a  very,  very  low  ratio  of  adults 
to  children  in  those  programs.  Those  are  not  cheap  programs,  par- 
ticularly because  the  Israelis  and  Scandinavians  have  done  something 
that  we  in  this  country  are  just  beginning  to  do,  which  is  to  provide 
group  care  for  children  under  3  years  of  age.  the  younger  the  child,  the 
more  adults  are  required  for  any  group  of  children. 
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Mrs.  Griffiths.  Thank  you  very  much. 
Mr.  Schneebeli. 

Mr.  Schneebeli.  Mr.  Feldman,  I  find  your  testimony  very 
interesting. 

On  page  3  you  state  that  presently  there  are  3.8  million  preschool 
children  of  working  mothers,  and  there  will  be  an  additional  450,000 
added  through  the  work-training  provisions  of  the  bill.  That  is  about 
4V4  million  with  less  than  a  half -mill ion  available  in  day-care  situa- 
tions. So  you  have  a  demand  for  4%  arid  you  have  facilities  for  less 
than  a  half-million. 

Now,  starting,  No.  1,  how  did  this  half -million  become  available? 
Were  they  through  Community  Chest  agencies  and  through  local 
efforts  that  these  half -million  day-care  centers — I  mean  the  physical 
plant.  How  were  they  made  available  to  start  with  ? 

Mr.  Feldman.  This  is  a  field  in  which  there  is  a  terrible  dearth 
of  reliable  statistics. 

Mr.  Schneebeli.  These  are  apparently  Department  of  Labor 
statistics. 

Mr.  Feldman.  Those  are.  Those  probably,  as  a  matter  of  fact,  need 
to  be  updated. 

Mr.  Schneebeli.  Whether  they  are  correct,  at  least  it  gives  an 
idea  of  the  ratio  of  the  problem. 

Mr.  Feldman.  I  would  guess  that  something  better  than  60  and 
maybe  as  much  as  70  percent  of  existing  child -care — I  hate  to  use 
the  words  "slots"  or  "places" — are  supplied  by  proprietary  agencies. 

Mr.  Schneebeli.  Oh,  really?  Commercial  enterprise  and  not  Com- 
munity Chest  agencies  and  things  of  that  type  ? 

Mr.  Feldman.  The  remaining  30  to  40  percent,  whatever  the  ratio 
is,  are  in  nonprofit,  either  church  or  church-connected,  or  Community 
Chest  supported  centers.  They  tend  to  be  in  traditional  philanthropic 
institutions. 

Mr.  Schneebeli.  Now,  this  great  void  between  the  half-million  and 
4%  million  needed  by  the  concept  of  this  work-training  provision,  how 
is  this  void  supposed  to  be  filled  ?  Who  is  to  provide  the  money  to  make 
these  facilities  available  ?  How  is  this  to  come  about? 

You  indicate  that  the  $386  million  recommended  by  the  bill  is 
probably  just  about  sufficient  to  take  care  of  the  operations  of  the 
problem.  Where  do  we  get  these  facilities.  Where  do  we  put  the 
children  ? 

Mr.  Feldman.  The  physical  facilities  ? 
Mr.  Schneebeli.  Yes. 

Mr.  Feldman.  I  think  it  is  clear  that  there  has  to  be  some  Federal 
legislation  dealing  more  adequately  with  facilities. 

Mr.  Schneebeli.  But  that  is  not  within  the  bill  we  are  considering. 

Mr.  Feldman.  There  is  money  in  the  bill  for  renovation.  We  are 
saying  that  is  probably  not  going  to  be  adequate. 

Mr.  Schneebeli.  For  the  remaining  almost  4  million? 

Mr.  Feldman.  I  would  guess  that  that  is  not  going  to  be  adequate 
for  the  450,000. 

Mr.  Schneebeli.  I  tend  to  agree  with  you,  so  I  wonder  what  we 
are  talking  about  here  when  we  are  trying  to  take  care  of  450,000 
additional  ones  when  we  can't  take  care  of  the  3.8  million  that  are 
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presently  the  problem  for  working  mothers.  Where  would  we  put  these 
children,  these  additional  450,000  ? 

Mr.  Feldman.  It  would  seem  to  me  that  what  that  says  is  that  we 
have  ignored  the  problem  for  so  long  that  we  have  allowed  it  to 
accumulate. 

Mr.  Schneebeli.  That  doesn't  solve  the  problem  we  have  with  this 
legislation. 

Mr.  Feldman.  Probably  a  much  bigger  commitment  of  energy  and 
resources  is  going  to  be  required. 

Mr.  Schneebeli.  Of  this  $386  million — I  think  that  is  the  figure 
you  gave  us — how  much  of  that  was  earmarked  for  the  operation  of 
a  facility  and  how  much  for  the  creation  of  the  facilities  needed  ? 

Mr.  Feldman.  My  understanding — and  this  is  based  on  very  infor- 
mal conversations  with  people  at  HEW,  and  I  don't  think  there  is 
any  so-called  "official  decision"  on  this — but  rny  understanding  is  that 
roughly  $70  million  of  that  $386  million  has  been  earmarked  for 
renovation. 

Mr.  Schneebeli.  That  means  the  creation  of  the  facilities  that  I 
am  talking  about? 
Mr.  Feldman.  Right. 

Mr.  Schneebeli.  $70  million,  and  that  will  create  about  400,000, 
you  say? 

Mr.  Feldman.  That  is  what  they  are  saying.  I  don't  believe  it 
is  going  to  work  that  way. 

Mr.  Schneebeli.  Not  even  that  much  in  order  to  make  available 
the  number  of  situations  we  need,  which  is  close  to  about  3%  million 
children  

Mr.  Feldman.  Just  for  the  children  whose  mothers  are  already 
in  the  labor  force. 

Mr.  Schneebeli.  Yes.  How  much  money  will  be  necessary  to  pro- 
vide facilities  for  the  combination  of  the  mothers  presently  working 
and  the  ones  for  whom  we  

Mr.  Feldman.  I  wish  I  could  give  you  an  intelligent  response  to 
that. 

Mr.  Schneebeli.  It  seems  to  me  that  in  this  whole  thing  we  have 
a  big  void.  We  don't  know  where  to  put  these  children. 
Mr.  Feldman.  We  don't  have  the  buildups. 

Mr.  Schneebeli.  Why  have  a  program  if  you  don't  have  the  facili- 
ties to  handle  it,  is  that  what  you  are  trying  to  tell  us? 

Mr.  Feldman.  That  is  what  we  said  in  1967,  and  that  is  in  fact 
what  we  are  saying  now,  that  there  has  been  a  decision  and  there  is 
apparently  an  almost  universal  perception  that  there  have  to  be 
more  day-care  facilities,  more  day-care  services  made  available  in 
this  country. 

t  Mr.  Schneebeli.  This  is  certainly  an  area  in  which  we  should  ques- 
tion the  administration  on  the  adequacy  or  the  availability  of  the 
facilities. 

Mr.  Feldman.  We  have  done  some  research  in  this  area  of  physical 
facilities,  and  we  have  investigated  a  number  of  different  possible 
legislative  alternatives  to  help  solve  the  facilities  problem.  We  would 
be  delighted  to  work  with  any  members  of  the  committee. 


1136 


Mr.  Schxeebeli.  There  is  going  to  be  a  major  problem.  Presently 
it  is  sort  of  a  community  responsibility  that  is  outside  any  specific 
area  of  supervision. 

Mr.  Feldmax.  Yes.  sir. 

Mr.  Schxeebeli.  Have  you  any  recommendation  that  it  should  be- 
come part  of  the  problem  of  the  school  board  if  money  were  made 
available,  because  they  have  the  administrative  ability  to  handle  this? 
It  seems  to  me  each  community  handles  it  on  its  own  and  they  all 
vary.  And  would  there  be  any  standardization  that  would  be  desirable 
here  on  how  to  handle  this  problem,  like  we  take  school-age  children, 
we  have  a  school  system,  pre-school-age  children,  day-care  centers? 
Why  couldn't  this  be  incorporated  into  a  school  system  to  take  advan- 
tage of  the  psychiatrists,  et  cetera,  in  the  school  system  who  could  be 
used  as  your  teachers  ? 

I  see  you  have  a  lot  of  thoughts  here  of  how  to  take  care  of  the 
situation  adequately  and  adequately  take  care  of  the  children.  Why 
couldn't  this  become  a  part  of  the  school  system  and  be  handled  prop- 
erly, because  this  is  not  a  casual  approach?  YTe  need  a  wholehearted 
thoughtful  approach  to  the  problem. 

Mr.  Feldmax.  As  an  agency,  we  have  tried  to  avoid  making  day- 
care the  province  solely  of  either  the  educators  or  the  social  workers. 
As  you  may  know,  there  is  a  good  deal  of  tension  in  some  communities 
and  there  is  a  good  deal  of  confusion  in  many  people's  minds  as  to 
whether  it  is  a  child-welfare  service  or  an  education  service. 

Mr.  Schxeebeli.  And  now  TO  percent  of  them  are  taken  care  of  by 
commercial  profitmaking  organizations. 

Mr.  Feldmax.  Which  are  by  and  large  babysitters. 

Mr.  Schxeebeli.  Their  motivations  are  slightly  different  than  what 
we  are  talking  about  ? 

Mr.  Feldmax.  Yes,  very  different,  indeed. 

Mr.  Schxeebeli.  They  are  merely  making  available  babysitting 
services  by  and  large  ? 

Mr.  Feldmax.  By  and  large  they  are  making  available  babysitting 

services. 

Mr.  Schxeebeli.  And  they  don't  have  the  approach  to  the  problem 
that  we  are  talking  about,  that  you  are  talking  about  ? 

Mr.  Feldmax.  I  think  by  and  large  that  is  accurate.  There  are  cer- 
tain exceptions  to  that.  There  are  many  people  who  have  training 
and  education  in  early  childhood  education  who  see  the  operating  of 
a  private  or  proprietary  center  as  a  way  of  giving  them  the  freedom 
to  do  a  job  in  educating  children  that  they  couldn't  get  in  a  public 
institution.  And  there  are  many  very  fine  proprietary  day-care  centers. 
But  I  think  they  are  the  exceptions  that  prove  the  rule. 

Air.  Schxeebeli.  Yes,  I  would  say  that  probably  the  majority  of 
even  institutions  run  by  religious  or  philanthropic  or  Community 
Chest  type  groups  are  still  not  of  the  adequacy  that  you  recommend. 

Mr.  Feldmax.  If  the  Government  were  to  make  some  of  the  same 
kind  of  financing  arrangements  for  day-care  centers  possible  that 
they  have  done  in  a  number  of  other  areas,  it  would  help  enormously. 

Mr.  Schxeebeli.  Isn't  Head  Start  largely  incorporated  in  the  school 
system  ?  They  use  schools  ? 

Mr.  Feldmax.  It  varies  a  good  deal. 
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Mr.  Schxeebeli.  I  have  visited  a  great  many  such  programs,  and 
they  are  all  physically  located  in  schools,  number  one ;  and  generally 
they  have  teachers  who  are  moonlighting  in  the  summertime  who  take 
care  of  these  Head  Start  pupils.  And  it  is  closely  allied  to  our  present 
school  system. 

Mr.  Feldmax.  Less  and  less,  sir.  The  summer  program  ? 

Air.  Schxeebeli.  Yes,  the  summer  program. 

Mr.  Feldmax.  But  as  the  summer  programs  are  being  converted 
into  year-round  programs,  a  very  different  pattern  of  operations  is 
beginning  to  emerge.  By  and  large  Head  Start  programs,  particularly 
the  year-round  Head  Start  programs,  and  the  long-day  Head  Start 
programs,  are  being  operated  by  community  groups,  community  cor- 
porations, neighborhood  groups,  which  operate  on  contract  from  the 
Community  Action  Agency. 

Mr.  Schxeebeli.  The  day-care  centers  that  you  visualized  here — 
and  I  think  it  is  a  remarkable  concept — whether  we  can  pay  for  it  or 
not  is  something  else — it  seems  to  me  that  if  we  continue  what  we  are 
doing,  we  are  not  answering  the  problem. 

Mr.  Feldmax.  Well,  we  haven't  been  doing  very  much. 

Mr.  Schxeebeli.  We  will  just  be  expanding  our  babysitting  areas. 

Mr.  Feldmax.  We  really  haven't  been  doing  very  much.  In  1967 
the  Congress  in  effect  waived  a  legislative  wand  over  the  States  and 
said,  "We  have  to  have  a  work-incentive  program.  You  have  to  make 
day-care,"  but  really  didn't  provide  the  States  or  the  local  commu- 
nities the  tools  that  were  required  to  do  that. 

Mr.  Schxeebeli.  Yes,  I  think  we  are  in  the  second  stage  of  a  pro- 
gram and  we  haven't  done  anything  about  the  first  problem. 

Mr.  Feldmax.  Some  of  those  tools  are  incorporated  in  this  legisla- 
tion, and  it  is  promising  to  that  effect. 

Mr.  Schxeebeli.  w:  hen  we  are  talking  about  child-care,  what  are 
we  talking  about,  ages  1  to  5,  or  2  months  to  5  ?  What  area  is  this  ? 

Mr.  Feldmax.  Well,  that  varies  a  good  deal  from  State  to  State' 
again. 

Mr.  Schxeebeli.  Are  there  State  standards  ? 

Mr.  Feldmax.  Those  are  State  standards,  but  we  are  seeing  a 
trend — traditionally  in  this  country  day-care  has  been  limited,  at 
least  group  care  has  been  limited  to  children  3  years  or  older.  That 
standard  is  beginning  to  break  down. 

For  example,  the  State  of  New  York  just  changed  its  State  law  from 
3  years  to  6  weeks. 

Mr.  Schxeebeli.  At  6  weeks  it  starts?  Think  of  the  number  of 
eligibles  for  day-care. 

Mr.  Feldmax.  And  this  is  a  trend,  I  think,  we  can  expect. 

Mr.  Schxeebeli.  It  will  be  going  down  to  at  least  a  year  or  less  ? 

Mr.  Feldmax.  Of  course,  ideally  day-care  services  ought  to  be 
hooked  up  in  a  system  that  involves  things  like  family  planning  and 
parent  education  and  prenatal  health  and  homemaker  services.  There 
really  has  to  be  a  whole  variety  of  different  sorts  of  services  available 
to  meet  the  different  needs  of  different  kinds  of  families  or  you  only 
do  part  of  the  job,  and  then  you  don't  do  that  adequately. 
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Mr.  Schneebeli.  It  seems  to  me  that  if  you  incorporate  this  through 
an  existing  establishment  such  as  your  present  school  system,  you  will 
have  less  criticism  of  the  fact  that  we  are  trying  to  socialize  all  of  our 
children,  like  I  imagine  in  Scandinavia,  where  a  lot  of  this  is  a  social 
program,  to  which  the  people  of  the  Unted  States  would  not  subscribe 
at  this  point.  I  would  think,  from  the  social  aspect,  too  much  socialism 
in  putting  everybody  into  one  category  here  and  raising  them  in  the 
same  fashion.  But  if  you  incorporated  it  under  a  school  system,  I 
think  it  would  be  less  subject  to  this  criticism  of  socialization. 

Mr.  Feldman.  Of  course,  there  is  a  certain  hesitancy  on  the  part  of 
the  many  school  systems  to  become  too  deeply  involved  in  preschool 
programs,  a  hesitancy  I  don't  fully  understand. 

Mr.  Schneebeli.  If  they  were  given  Federal  encouragement,  they 
probably  would  be  more  interested. 

Mr,  Feldman.  Clearly,  the  school  systems  have  to  play  a  role. 
Mr.  Schxeebeli.  It  looks  like  quite  a  job  to  do  this,  to  handle  this 
problem  adequately,  I  would  think. 

Mrs.  Griffiths.  If  you  had  the  day-care  services,  though,  and  you 
went  down  to  6  weeks,  you  would  remove  part  of  the  lead  poisoning  of 
children,  which  is  causing  part  of  the  retardation  and  is  one  of  the 
really  ma  jor  problems  in  this  country  in  the  inner-cities. 

Mr.  Feldman.  Yes,  ma'am.  I  notice,  too,  that  one  of  the  problems 
that  you  have  addressed  yourself  to,  that  of  child  nutrition,  is  a 
crucial  piece  of  this  whole  picture. 

Mrs.  Griffiths.  If  you  could  get  them  into  a  day-school  center  and 
feed  them,  maybe  they  wouldn't  develop  things  like  pica  for  lead  paint. 

Mr.  Feldman.  Of  course,  the  other  thing,  too,  is  that  the  Head  Start 
experience  has  shown  us  over  and  over  again  what  can  be  done  in 
working  with  parents  to  help  them  cope  with  family  situations  so 
that  through  the  use  of  Head  Start  or  day-care  kinds  of  programs 
there  are,  I  think,  multiple  payoffs. 

One  thing  I  would  like  to  say  about  costs,  because  the  cost  factor  is 
something  that  comes  up — of  course,  that  $1,600  or  $2,000  figure  is 
something  that  immediately  attracts  a  o-ood  deal  of  attention — is  that 
we  regard  those  costs  in  a  certain  real  sense  as  investment  costs.  Of 
course,  it  is  not  possible  to  do  it  exactly,  but  if  you  were  able  to  cost 
out  what  are  the  pathological  effects  of  the  lack  of  early  childhood 
services  in  this  countrv,  I  am  sure  the  bill  would  come  to  many  billions 
of  dollars.  So  many  of  the  other  problems  that  we  are  struggling  with 
from  juvenile  delinquency  on  up  through  all  the  manpower  problems, 
the  welfare  dependency,  come  back  ultimately  to  a  lack  of  early 
childhood  services  that  it  becomes  a  question  of  penny- wise  and 
pound-foolish  at  some  point. 

Mr.  Schneebeli.  There  is  a  lot  of  merit  to  what  you  say  and  your 
approach,  but  the  cost  to  do  the  job,  as  you  suggest,  is  staggering,  and 
it  is  going  to  be  quite  a  problem.  We  are  only  scratching  the  surface. 

Mr.  Feldman.  I  am  thinking  that  in  the  city  of  Washington,  D.C., 
to  incarcerate  a  juvenile  costs  the  District  government  on  the  order 
of  $5,000  to  $6,000  a  year. 
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Mr.  Schxeebeli.  You  mean  one  person  ? 

Mr.  Feldman.  One  person.  When  I  compare  that  $5,000  to  $6,000  a 
year  to  the  cost  of  early  childhood  programs,  and  I  think  how  many 
of  the  juveniles  in  Lorton  or  in  other  institutions  in  this  community 
and  in  communities  all  over  the  country  just  simply  would  not  be 
there  if  they  had  got  the  tools  as  youngsters  to  be  able  to  cope  with  this 
society  the  cost  which  is,  as  you  say,  enormous,  doesn't  even  begin  to 
amount  to  what  we  then  spend  on  them  in  prisons  and  on  unemploy- 
ment and  on  welfare  for  the  rest  of  their  lives. 

Mr.  Schxeebeli.  We  have  to  reestablish  priorities. 

Thank  you  very  much.  I  have  enjoyed  this. 

Mrs.  Griffiths.  I  must  say  I  am  for  beginning  either  with  prenatal 
care  or  immediately  when  the  child,  is  born  and  spending  as  much 
money  as  we  have  up  until  whatever  age  at  which  the  money  runs 
out,  If  you  are  going  to  take  care  of  anybody,  then  the  thing  to  do 
is  to  take  care  of  the  youngest  in  your  attempt  to  stop  the  ring  of 
poverty  and  vicious  ring  of  poverty  and  the  continuance  of  the 
problem. 

Mr.  Schneebell.  And  to  include  in  your  discussion  the  matter  of 
population  planning,  f  amity  planning. 

Mrs.  Griffiths.  Right.  This,  I  think,  would  do  it.  It  is  more  essen- 
tial to  take  care  of  the  14-year-old  mother,  in  my  judgment,  than  it 
is  of  the  35-year-old  mother.  You  have  some  hope  with  the  14-year-old 
mother,  and  I  doubt  that  you  have  any  of  changing  her  way  of  life 
with  the  35-year-old.  But  you  would  have  some  real  chance  with  the 
14-year-old  as  you  would  have  a  real  chance  with  a  child  just  born  of 
giving  it  sufficient  food,  of  keeping  it  from  eating  lead,  rearing  it  in 
a  new  and  different  environment,  than  you  would  have  with  those 
who  are  11  years  old  now  or  12  or  some  other  such  thing. 

I  am  for  beginning  at  the  bottom. 

Mr.  Feldman.  You  are  approaching  the  problem,  of  course,  in  the 
way  we  like  to  see  it  approached.  It  is  a  problem  of  child  development 
first  and  a  problem  of  providing  care  second.  The  younger  we  can 
begin  to  work  with  children,  of  course,  the  more  we  can  do. 

Mrs.  Griffiths.  If  we  have  to  take  care  of  all  the  rest  of  these  people 
on  welfare  all  the  rest  of  their  lives,  that  is  one  thing.  But  the  only 
way  you  are  ever  going  to  break  the  business  of  not  only  having  to  take 
care  of  them  on  welfare  but  their  children  and  their  grandchildren 
and  their  great-grandchildren  is  to  start  today  with  the  children.  And 
if  the  only  ones  we  can  take  care  of  are  the  ones  from  zero-to-one  year 
old,  I  am  for  taking  care  of  those  and  adding  each  generation  as  it  is 
born,  so  that  you  stop  this  stuff. 

Mr.  Feldman.  Thank  you  very  much. 

Mrs.  Griffiths.  I  am  delighted  to  have  had  you  here.  Thank  you 
very  much. 

Mr.  Feldman.  If  we  can  be,  as  an  agency,  of  any  help  to  any  of  you 
in  pursuing  your  interest  in  any  of  these  matters,  please  call  upon  us. 
Mrs.  Griffiths.  Thank  you. 
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The  committee  will  adjourn  until  10  o'clock  in  the  morning,  when  it 
will  meet  to  consider  the  pending  unemployment  compensation  bill. 
Our  next  open  hearing  on  social  security  legislation  will  be  on  Thurs- 
day, October  30.  The  committee  stands  adjourned. 

(Whereupon,  at  3:20  p.m.,  the  committee  adjourned.) 


SOCIAL  SECURITY  AND  WELFARE  PROPOSALS 


THURSDAY,  OCTOBER  30,  1969 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  committee  met  at  10  a.m.,  pursuant  to  notice,  in  the  committee 
room,  Longworth  House  Office  Building,  Hon.  Al  Ullman,  presiding. 
Mr.  Ullman.  The  committee  will  be  in  order. 
Our  first  witness  this  morning  will  be  Mr.  Mosher. 
Mr.  Mosher,  we  welcome  you  before  the  committee.  If  you  would 
introduce  yourself  and  your  colleagues  to  the  committee  for  the  record, 
we  would  appreciate  it.  Then  you  may  proceed  as  you  see  fit. 

STATEMENT  OF  DAVID  MOSHER,  VICE  PRESIDENT,  AMERICAN 
NURSING  HOME  ASSOCIATION;  ACCOMPANIED  BY  LABE  B.  MELL, 
GEORGIA  NURSING  HOME  ASSOCIATION;  MRS,  BETTY  MALONEY, 
LOUISIANA  NURSING  HOME  ASSOCIATION;  HAROLD  SMITH, 
LOUISIANA  NURSING  HOME  ASSOCIATION;  DONALD  IDZIK, 
PRESIDENT-ELECT,  WISCONSIN  NURSING  HOME  ASSOCIATION; 
AND  JOHN  K.  PICKENS,  COUNSEL,  AMERICAN  NURSING  HOME 
ASSOCIATION 

Mr.  Mosher.  Mr.  Chairman,  I  am  David  Mosher,  first  vice  president 
of  the  American  Nursing  Home  Association,  from  St.  Petersburg, 
Fla. 

The  other  members  at  the  committee  table  are  other  representatives 
of  the  State  associations,  our  legal  counsel  to  my  right,  and  other  rep- 
resentatives of  the  American  Nursing  Home  Association. 

Mr.  Ullman.  Would  you  please  identify  them,  or  have  them  identify 
themselves. 

Mr.  Pickens.  This  Mr.  Mell,  from  Georgia,  Congressman ;  Mr.  Har- 
old Smith  from  Louisiana ;  Mrs.  Betty  Maloney,  from  Louisiana ;  and 
Mr.  Idzik,  from  the  Wisconsin  association. 

We  supplied  the  committee  with  a  list  of  exhibits  and  documentation 
that  backs  up  the  statistics  that  the  various  witnesses  will  discuss,  and 
we  wanted  to  document  for  the  committee,  and  so  we  have  supplied 
the  staff  and  the  committee  with  a  copy.  It  is  this  booklet  with  a  blue 
cover. 

Mr.  Ullman.  Without  objection,  the  material  will  be  made  a  part  of 
our  legislative  files  on  this  matter,  and  I  want  to  say,  Mr.  Mosher, 
we  are  happy  to  welcome  you  and  all  your  colleagues  to  the  committee. 

Mr.  Pickens.  I  might  say,  Mr.  Chairman,  that  we  are  submitting 
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statements,  but  I  think  in  every  case  the  witnesses  will  give  a  summary 
or  a  resume  of  the  statement.  And  Eev.  August  Hoeger,  who  is  the 
executive  director  of  the  Evangelical  Lutheran  Good  Sumaritan  So- 
ciety, was  unable  to  be  here  this  morning,  and  we  would  like  to  submit 
his  statement  for  the  record  later. 

Mr.  Ullman.  Without  objection,  we  will  place  his  statement  in  the 
record. 

(The  statement  referred  to  follows :) 

Statement  of  Rev.  August  J.  Hoeger.  Jr.,  Executive  Director, 
Evangelical  Lutheran  Good  Samaritan  Society 

Mr.  Chairman  and  Members  of  this  Committee,  my  name  is  August  Hoeger. 
1  am  a  Lutheran  clergman  and  Executive  Director  of  the  Evangelical  Lutheran 
Good  Samaritan  Society.  Ours  is  an  independent,  non-proprietary,  religious, 
charitable  organization  which  owns  and  administers  133  facilities — mostly  nurs- 
ing homes,  although  some  are  homes  for  the  aged  and  hospitals — principally  in 
the  Middle,  West  and  Western  parts  of  the  United  States.  Our  total  capacity  is 
approximately  9,500  beds.  The  Good  Samaritan  Society  was  started  by  my  father 
in  1922  with  the  opening  of  a  home  for  the  handicapped  in  Arthur,  North  Dakota. 

Although  my  father  and  I  are  Lutheran  ministers,  the  Society  is  not  owned  or 
controlled  by  the  Lutheran  Church.  The  Society  is  directed  by  a  15-member 
voluntary  board  elected  by  the  Society  membership.  It  is  made  up  of  prominent, 
concerned  Lutheran  clergymen  and  laymen  from  eight  states. 

I  am  a  member  of  the  Title  XIX  Advisory  Commission  to  the  Secretary  of 
Health,  Education  and  Welfare.  I  wish  to  speak  on  the  Title  XIX  program  and 
the  proposed  HEW  Regulations. 

It  is  academic  to  say  that  high  standards  cost  more  money  than  lesser  stand- 
ards. The  Federal  Government  has  demonstrated  in  its  administration  of  the 
Medicare  program  that  it  wants  high  standards.  Conversely,  it  also  has  demon- 
strated it  is  unwilling  to  provide  adequate  reimbursement  to  pay  the  cost  of  high 
standards.  Instead,  through  its  regulations,  it  passes  on  part  of  the  cost  to  the 
Extended  Care  Facility  and  another  part  to  the  private  paying  patient.  Thus, 
in  preparing  these  remarks,  we  have  kept  in  mind  not  only  the  desire  and  need 
for  improving  standards  of  care,  but  also  the  concern  of  both  the  Federal  and 
State  governments  with  the  increasing  costs  of  Title  XIX,  particularly  in  view 
of  the  large  portion  of  Medicaid  costs  attributable  to  the  skilled  nursing  home 
program. 

We  support  the  intent  of  the  proposed  Standards  for  skilled  nursing  homes 
under  Title  XIX  while  expressing  grave  concern  and  strong  reservations  about 
the  ability  of  many  of  the  states  to  implement  them.  We  believe,  and  recommends 
that  provision  should  be  made  to  allow  the  states  time  to  "tool  up"  to  meet  the 
new  standards.  This  "lead"  time  would  allow  the  states  to  properly  classify 
patients  as  to  the  level  of  care  needed,  to  acquire  the  additional  funds  that  will 
be  needed  to  pay  for  higher  standards  to  permit  the  states  to  upgrade  their  staff- 
ing patterns  in  those  states  where  lower  standards  have  prevailed  in  the  past, 
and,  most  importantly,  to  provide  for  a  workable  system  of  qualifying  experi- 
enced, trained  Licensed  Practical  Nurses  and  Registered  Nurses  in  order  to 
create  the  pool  of  manpower  that  implementation  of  the  proposed  standards 
would  necessitate. 

Financial  considerations  aside,  the  manpower  need,  to  meet  the  nursing  service 
standards  proposed,  is  the  most  critical  problem  that  will  confront  the  states 
and  the  participating  facilities  in  seeking  to  implement  the  new  standards — even 
if  "lead"  time  is  provided.  Even  if  adequate  funding  could  be  obtained,  it  is  cer- 
tain that  neither  this  year,  nor  next,  will  the  supply  of  licensed  nursing  personnel 
be  adequate  in  many  states  to  meet  the  staffing  patterns  proposed. 

The  Manpower  Administration  of  the  U.S.  Department  of  Labor,  recently  com- 
pleted a  draft  of  an  Industry  Manpower  Survey  (number  116)  titled  "Nursing 
Homes  and  Related  Health  Care  Facilities"  which  demonstrates  the  magnitude 
of  the  manpower  problem.  The  survey  is  based  on  data  collected  as  of  March, 
1968,  more  than  a  year  ago,  and  shows  a  job  vacancy  rate  for  the  position  of 
Licensed  Practical  Nurse  of  13.7%.  Forty-eight  percent  of  these  jobs  had  been 
vacant  for  periods  up  to  six  months,  and  34  percent  of  the  vacancies  had  existed 
for  periods  over  six  months. 
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The  Title  XIX  Advisory  Committee  to  the  Secretary,  of  which  I  am  a  member, 
reviewed  the  proposed  nursing  home  standards  on  April  17  and  18,  1969  and 
recommended  lead  time  for  the  states  to  comply  with  them. 

If  lead  time  is  not  provided,  where  will  the  states  find  the  trained  licensed, 
or  vocational  nurses  to  fill  existing  vacancies,  and  to  staff  the  positions  created 
by  the  new  standards?  Quite  simply,  the  jobs  will  not  be  filled  because  the 
manpower  pool  does  not  exist.  Why  are  LPN's  (LVNs)  in  short  supply?  What 
agencies  of  government,  and  what  private  organizations,  have  impeded  efforts 
to  develop  an  adequate  supply  of  qualified,  licensed  nursing  personnel? 

The  answer  to  these  two  questions  is  complex.  It  lies  in  part  in  the  failure 
of  the  Department  of  HEW  to  initiate  programs  of  training  to  qualify  persons 
to  fill  these  positions  and  its  failure  to  implement  programs  to  enable  presently 
waivered  LPN's  to  upgrade  their  training  and  education  to  qualify  for  full 
certification.  In  part  the  answer  may  be  found  in  the  determined,  aggressive 
opposition  of  the  American  Nurses'  Association,  to  the  continued  existence  of 
programs  of  training  which  have  produced  by  far  the  greatest  number  of 
qualified  LPN's  ( LVN's )  and  even  RN's  in  the  past. 

If  and  when  an  adequate  supply  of  nursing  personnel  becomes  available, 
who  is  going  to  pay  for  their  employment  .  .  .  that  is,  the  share  under  the 
Title  XIX  formula  that  is  .not  funded  by  the  Federal  Government?  Are  the 
states  going  to  be  able  to  pay  for  them,  or,  like  Medicare,  is  the  cost  to  be 
shifted  to  the  private  paying  patients  and  the  nursing  home  owners? 

It  is  highly  unlikely  that  adequate  funding  can  be  expected  in  the  immediate 
future  for  the  additional  costs  that  will  be  entailed  by  implementation  of  the 
nursing  service  standards.  As  of  January  1,  1969,  maximum  per  diem  rates  for 
maximum  care  for  skilled  nursing  home  care  under  the  Title  XIX  program  (or 
other  programs  in  states  which  have  not  yet  adopted  a  Title  XIX  program) 
ranged  from  a  low  of  $4.00  to  a  high  of  slightly  over  $20.00  per  day  among 
the  43  states  responding  to  the  survey.  Twenty-four  of  the  reporting  states 
have  a  maximum  rate  of  $10  per  day  or  less  for  maximum  care,  including  room, 
board  and  nursing  services.  But  the  average  payment  per  patient  day  actually 
made  by  state  agencies  was  $7.00  or  less  in  25  states,  and  $10  or  less  in  40  of 
the  43  states  reporting.  Twelve  states  pay  less  than  the  cost  of  care  and  are 
forced  to  encourage  supplementation  payments  from  families  and  local  sub- 
divisions to  finance  skilled  nursing  home  care.  , 

The  survey,  conducted  by  ANHA  among  the  state  welfare  agencies,  also  showed 
that  while  25  states  had  increased  payments  between  January  1,  1968  and 
January  1,  1969,  five  actually  had  decreased  payments,  and  13  had  retained  maxi- 
mum payments  at  the  same  levels  despite  the  obvious  increase  in  the  cost  of 
care  over  the  preceding  year. 

The  Manpower  Administration  of  the  US  Departmentetaoinshrdlucmfwyp 
of  the  manpower  problem  The  survey  is  based  on  data  collected  as  of  March, 

We  feel  certain  that  the  proposed  standards  will  increase  the  cost  of  care  per 
patient  day  in  virtually  every  state.  In  some  states,  we  fear  the  increased  costs 
may  prove  prohibitive.  The  inevitable  result  will  be  improved  "paper"  standards, 
while  the  states  are  encouraged,  in  fact  forced,  to  seek  a  lesser  degree  of  nursing 
service  for  their  patients  without  full  regard  for  patient  needs,  as  a  means  of 
conserving  funds. 

Where  standards  have  been  increased  too  rapidly  in  some  states  in  the  past, 
we  already  have  experienced  wholesale  reclassification  of  patients  without  any 
real  concern  for  the  level  of  nursing  care  they  require.  It  is  not  unrealistic  to 
assume  that  given  insurmountable  budget  requirements  and  an  insufficient  num- 
ber of  certified  facilities  (due  to  inability  to  achieve  staffing  patterns  proposed) 
a  new  round  of  wholesale  patient  reclassifications  will  be  triggered. 

We  have  dwelt  at  great  length  on  the  financial  and  manpower  problems 
which  immediate  implementation  of  the  proposed  standards  would  create — and 
aggravate. 

However,  we  would  like  to  call  your  attention  to  one  aspect  of  the  proposed 
standards  that  holds  the  potential  for  creating  a  chaotic  situation  unless  the 
program  is  very  carefully — and  cooperatively — implemented.  We  have  reference 
to  the  discussion  draft  of  May  9,  1969  further  implementing  the  guidelines  on 
periodic  medical  review  and  medical  inspection  in  skilled  nursing  homes  issued 
by  HEW.  As  developed,  the  initial  guidelines  can  and  should  revolutionize  the 
health  care  field.  However,  this  must  not  become  another  crash  program.  Repre- 
sentatives of  the  institutional  providers,  the  concerned  state  agencies  (health 
and  welfare),  and  the  medical  societies,  must  be  allowed  time  to  work  together 
to  develop  an  orderly  program  with  priorities  to  be  taken  step  by  step  in  order 
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of  their  urgency  and  importance.  Otherwise,  in  18  months,  we  will  have  another 
chaotic  situation  perhaps  rivalling  that  created  by  utilization  review  and  retro- 
active denial  under  the  Medicare  program. 

We  offer  the  following  comments  and  analysis  of  other  sections  of  the  proposed 
standards  for  your  subcommittee's  review  and  appraisal. 

Under  Section  249.33(c)  (vi)  "Meet  conditions  relating  to  environment  and 
sanitation  as  specified  in  paragraph  (b)(9)  of  this  section,  applicable  to  extended 
care  facilities  under  Title  XVIII  of  the  Social  Security  Act." 

We  agree  with  the  intent  to  require  health,  safety  and  sanitation  requirements 
of  Title  XVIII.  However,  SRS's  definition  by  "reference"  to  20  CFR  405.1134 
should  be  rewritten  since  the  above  regulations  for  Title  XVIII  extended  care 
facilities  incorporate  fire  safety  regulations.  As  you  are  aware,  the  amendments 
of  1967  and  SRS's  proposed  standards  (see  section  240.33  paragraph  (1)  (vii)) 
require  after  December  31,  1969  such  provisions  of  the  Fire  Safety  Code,  of  the 
National  Fire  Protection  Association  (21st  edition,  1967)  as  are  applicable  to 
nursing  homes.  Obviously,  the  requirement  of  different  fire  safety  standards  from 
those  specified  in  the  Act  would  not  fulfill  the  intent  of  Congress.  So  that  the 
intent  may  be  fulfilled,  we  recommend  the  following  changes  to  the  proposed 
standards  so  that  paragraph  9,  "Conditions  relating  to  environment  and  sanita- 
tion", reads  as  follows : 

Safety  of  patients. — The  facility  is  constructed,  equipped  and  maintained  to 
insure  the  safety  of  patients.  It  is  structurally  sound  and  meets  State  and  local 
codes  governing  construction. 

The  building  is  maintained  in  good  repair  and  kept  free  of  hazards  such  as 
those  created  by  any  damaged  or  defective  parts  of  the  building. 

No  occupancies  or  activities  undesirable  to  the  health  and  safety  of  patients  are 
located  in  the  building  or  buildings  of  the  facility. 

Favorable  environment  for  patients. — The  facility  is  equipped  and  maintained 
to  provide  a  functional,  sanitary  and  comfortable  environment.  Its  electrical  and 
mechanical  systems  (including  water  supply  and  sewage  disposal)  are  designed, 
constructed  and  maintained  in  accordance  with  recognized  safety  standards  and 
comply  with  applicable  State  and  local  codes  and  regulations. 

Elevators: — Elevators  are  installed  in  the  facility  if  patient  bedrooms  are  lo- 
cated on  floors  above  the  street  level. 

Nursing  unit. — East  nursing  unit  has  at  least  the  following  basic  service  areas  : 
Nurses'  station,  medicine  storage  and  preparation  area,  space  for  storage  of  linen, 
equipment  and  supplies,  and  a  utility  room. 

Patients'  bedrooms  and  toilet  facilities. — Patients'  bedrooms  are  designed  and 
equipped  for  adequate  nursing  care  and  the  comfort  and  privacy  of  patients.  Each 
bedroom  has  or  is  conveniently  located  near  adequate  toilet  and  bathing  facilities. 
Each  bedroom  has  direct  access  to  a  corridor  and  outside  exposure  with  the  floor 
at  or  above  grade  level. 

Facilities  for  isolation. — Provision  is  made  for  isolating  infectious  patients  in 
well-ventilated  single  bedrooms  having  separate  toilet  and  bathing  facilities.  Such 
facilities  are  also  available  to  provide  for  the  special  care  of  patients  who  develop 
acute  illnesses  while  in  the  facility  and  patients  in  terminal  phases  of  illness. 

Examination  rooms. — A  special  room  (or  rooms)  is  provided  for  examinations, 
treatments,  and  other  therapeutic  procedures.  This  room  is  of  sufficient  size  and 
is  equipped  with  a  treatment  table,  lavatory  or  sink  with  other  than  hand  con- 
trols, instrument  sterilizer,  instrument  table,  and  necessary  instruments  and  sup- 
plies. If  the  facility  provides  physical  therapy,  areas  are  of  sufficient  size  to  ac- 
commodate necessary  equipment  and  facilitate  the  movement  of  disabled  patients. 
Lavatories  and  toilets  designed  for  the  use  of  wheelchair  patients  are  provided 
in  such  areas. 

Daijroom  and  dining  area.— The  facility  provides  one  or  more  attractively 
furnished  multipurpose  areas  of  adequate  size  for  patient  dining,  diversional  and 
social  activities. 

Kitchen  or  dietary  area.— The  facility  has  a  kitchen  or  dietarv  area  adequate 
to  meet  food  service  needs  and  arranged  and  equipped  for  the  refrigeration  stor- 
age, preparation,  and  serving  of  food  as  well  as  for  dish  and  utensil  cleaning  and 
refuse  storage  and  removal.  Dietary  areas  comply  with  the  local  health  or  food 
handling  codes.  Food  preparation  space  is  arranged  for  the  separation  of  func- 
tions and  is  located  to  permit  efficient  service  to  patients  and  is  not  used  for  non- 
dietary  functions. 

Maintenance  of  sanitary  conditions.— Sanitary  conditions  are  maintained  in 
the  storage,  preparation  and  distribution  of  food. 
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Dishwashing  procedures  and  techniques  are  well  developed,  understood  and 
carried  out  in  compliance  with  the  State  and  local  health  codes.  Written  reports 
of  inspections  by  State  or  local  health  authorities  are  on  file  at  the  facility 
with  notation  made  of  action  taken  by  the  facility  to  comply  with  any 
recommendation. 

Since  SRS's  interim  policy  already  includes,  as  required  by  the  statutes,  a 
requirement  that  the  nursing  homes  meet  the  NFPA  Life  Safety  Code,  the  Fire 
Safety  requirement  contained  in  Title  XVIII  Conditions  of  Participation  are 
unnecessary ;  therefore,  we  strongly  suggest  the  adoption  of  the  above  changes. 

We  also  urge  reconsideration  on  page  9789  of  section  (iv)  (a)  (3)  that  reads 
"no  more  than  two  successive  agreements  for  six  months  are  executed  with 
any  skilled  nursing  home  having  deficiencies,  and  no  second  agreement  is  executed 
if  any  of  the  deficiencies  existing  are  the  same  as  those  which  occasioned  the 
prior  agreement."  Such  requirements  would  be  too  binding  and  severe  in  many 
instances  where  minor  deficiencies  cannot  be  corrected  or  where  such  deficiencies 
cannot  conceivably  be  corrected  within  the  six  month  period.  We  recommend 
deleting  4ino  second  agreement  is  executed  if  any  of  the  deficiencies  existing  are 
the  same  as  those  which  occasioned  the  prior  agreement." 

Finally,  we  object  to  the  inclusion  of  Title  XVIII  standards  in  section  (b) 
paragraph  (5)  "Satisfactory  policies  and  procedures  relating  to  maintenance 
of  medical  records",  paragraph  (6)  "Satisfactory  policies  and  procedures  relat- 
ing to  dispensing  and  administering  of  drugs  and  biologicals",  and  paragraph  (7) 
"Satisfactory  policies  and  procedures  relating  to  physician  coverage."  Quite 
obviously,  had  Congress  intended  such  standards  to  be  imposed  by  reference  to 
requirements  of  extended  care  facilities  under  Title  XVIII,  the  wording  of  the 
Act  (Amendments  of  1967)  would  so  indicate.  Where  Congress  made  such  refer- 
ence regarding  environment  and  sanitation  standards,  there  is  no  such  reference 
to  standards  pertaining  to  maintenace  of  medical  records,  dispensing  and  admin- 
istering of  drugs  and  biologicals  and  physician  coverage.  It  is  quite  apparent 
Congress  intended  sufficient  flexibility  to  be  allowed  the  states  in  establishing 
standards  pursuant  to  those  areas  of  regulation.  In  order  that  this  intent  may 
be  fulfilled,  we  strongly  urge  the  standards  referred  to  be  written  as  follows : 

CLINICAL  RECORDS 

Maintenance  of  clinical  record. — The  facility  maintains  a  separate  clinical 
record  for  each  patient  admitted  with  all  entries  kept  current,  dated,  and  signed. 

Retention  of  records. — All  clinical  records  of  discharged  patients  are  com- 
pleted promptly  and  are  filed  and  retained  in  accordance  with  State  law  or  for 
5  years  in  the  absence  of  a  State  statute. 

Confidentiality  of  records. — All  information  contained  in  the  clinical  records  is 
treated  as  confidential  and  is  disclosed  only  to  authorized  persons. 

Staff  responsibility  for  records. — If  the  facility  does  not  have  a  full  or  part- 
time  medical  record  librarian  an  employee  of  the  facility  is  assigned  the  respon- 
sibility for  assuring  that  records  are  maintained,  completed  and  preserved.  The 
designated  individual  is  trained  by,  and  receives,  regular  consultation  from  a 
person  skilled  in  record  maintenance  and  preservation. 

PHARMACEUTICAL  SERVICES 

ProcedMres  for  administration  of  pharmaceutical  services. — The  facility  pro- 
vides appropriate  methods  and  procedures  for  the  obtaining,  dispensing  and  ad- 
ministering of  drugs  and  biologicals,  developed  with  the  advice  of  a  staff 
pharmacist,  a  consultant  pharmacist,  or  a  pharmaceutical  advisory  committee 
which  includes  one  or  more  licensed  pharmacists. 

Conformance  with  Physicians'  orders. — All  medications  administered  to  pa- 
tients are  ordered  in  writing  by  the  patient's  physician.  Oral  orders  are  given 
only  to  a  licensed  nurse,  immediately  reduced  to  writing,  signed  by  the  nurse 
and  countersigned  by  the  physicians  within  48  hours.  Medications  not  specifical- 
ly limited  as  to  time  or  number  of  doses,  when  ordered,  are  automatically 
stopped  in  accordance  with  written  policy  approved  by  the  physician  or  physi- 
cians responsible  for  advising  the  facility  on  its  medical  administrative  policies. 

Administration  of  medications. — All  medications  are  administered  by  licensed 
medical  or  nursing  personnel  in  accordance  with  the  Medical  and  Nurse  Prac- 
tice Acts  of  each  State.  Each  dose  administered  is  properly  recorded  in  the 
clinical  record. 
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Labeling  and  storing  medications. — Patients'  medications  are  properly  labeled 
and  stored  in  a  locked  cabinet  at  the  nurses'  station. 

Control  of  narcotics,  etc. — The  facility  complies  with  all  Federal  and  State 
laws  and  regulations  relating  to  the  procurement,  storage,  dispensing,  adminis- 
tration and  disposal  of  narcotics,  those  drugs  subject  to  the  Drug  Abuse  Con- 
trol Amendments  of  1965,  and  other  legend  drugs. 

PHYSICIAN  SERVICES 

Medical  findings  and  physicians'  orders. — There  is  made  available  to  the 
facility,  prior  to  or  at  the  time  of  admission,  patient  information  which  in- 
cludes current  medical  findings,  diagnoses,  rehabilitation  potential,  a  summary 
of  the  course  of  treatment  followed  in  the  hospital,  and  orders  from  a  physician 
for  the  immediate  care  of  the  patient. 

Supervision  by  physician. — The  facility  has  a  requirement  that  the  health 
care  of  every  patient  is  under  the  supervision  of  a  physician  who,  based  on  an 
evaluation  of  the  patient's  immediate  and  long-term  needs,  prescribes  a  planned 
regimen  of  medical  care  which  covers  indicated  medications,  treatment,  re- 
storative services,  diet,  special  procedures  recommended  for  the  health  and 
safety  of  the  patient,  activities,  plans  for  continuing  care  and  discharge. 

Availability  of  physicians  for  emergency  care. — The  facility  provides  for 
having  one  or  more  physicians  available  to  furnish  necessary  medical  care  in 
case  of  emergency  if  the  physician  responsible  for  the  care  of  the  patient  is 
not  immediately  available.  A  schedule  listing  the  names  and  telephone  num- 
bers of  these  physicians  and  the  specific  days  each  is  on  call  is  posted  in  each 
nursing  station.  There  are  established  procedures  to  be  followed  in  an  emer- 
gency, which  cover  immediate  care  of  the  patient,  persons  to  be  notified,  and 
reports  to  be  prepared. 

Mr.  Ullman.  You  may  proceed. 

Mr.  Mosher.  May  I  introduce  myself,  then,  again,  as  Mr.  David 
Mosher,  first  vice-president  of  the  American  Nursing  Home  Associa- 
tion. I  appear  here  on  behalf  of  the  American  Nursing  Home  Associa- 
tion as  their  No.  2  officer.  I  am  a  nursing  home  administrator  and 
owner  of  three  nursing  homes  in  St.  Petersburg,  Fla.,  all  of  which  are 
certified  as  extended  care  facilities. 

It  is  the  position  of  the  American  Nursing  Home  Association  that 
the  medicare  program  can  be  saved  millions  of  dollars  by  encouraging 
greater  use  of  extended  care  facilities  and  earlier  transfer  of  patients 
from  hospitals  to  extended  care  facilities,  and  by  avoiding  overutiliza- 
tion  in  expensive  hospital  beds  which  the  present  act  encourages. 

The  Medicare  Act  now  provides  that  after  the  patient  pays  the  first 
$44  of  his  hospital  bill,  he  is  entitled  to  60  days  of  hospital  benefits 
covering  all  applicable  charges  without  paying  any  further  daily  de- 
ductible. After  60  days  the  patient  pays  $11  a  day  toward  his  care.  On 
the  other  hand,  after  only  the  first  20  days  in  an  extended  care  facility, 
the  patient  has  to  pay  $5.50  a  day  toward  his  care.  Of  course  these 
figures  are  increasing  in  1970.  This  situation  encourages  the  patient, 
the  family,  the  physician  and  even  the  State  (where  the  patient  is  on 
welfare  and  eligible  for  medicare)  to  keep  the  patient  in  a  hospital  as 
long  as  possible.  This  expensive  and  unfortunate  situation  has  been 
greatly  reinforced  by  SSA  which  frequently  has  denied  ECF  benefits 
retroactively  while  hospital  benefits  are  never  denied  retroactively. 

In  the  last  analysis,  then,  it  is  not  only  less  costly  to  the  individual 
to  use  $65  a  day  hospital  space,  but  there  is  far  less  chance  of  retroac- 
tive denial,  if  he  stays  in  the  hospital  instead  of  transferring  to  a  nurs- 
ing home. 
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There  are  several  suggestions  we  would  like  to  make  that  would  rec- 
tify this  situation. 

One  method  would  be  to  add  an  amendment  to  the  act  providing  that 
a  beneficiary  could  exchange  one  day  in  a  hospital  for  two  or  two-and- 
a-half  days  in  an  ECF  in  order  to  encourage  greater  use  of  lower  cost 
extended  care  facilities. 

A  second  suggestion :  An  additional  or  alternative  amendment  could 
be  designed  to  cut  the  number  of  hospital  and  extended  care  days  from 
90  and  100  days,  respectively,  in  a  spell  of  illness  to  approximately  50 
days  each  in  the  hospital  and  an  ECF.  By  making  the  number  of  "free" 
days  in  a  hospital  and  an  ECF  the  same,  there  would  be  no  advantage 
in  receiving  extended  care  in  an  acute  care  hospital,  providing  hospital 
utilization  review  was  made  to  work. 

To  take  care  of  catastrophic  illness  or  other  emergencies  which,  of 
course,  in  this  age  group  does  occur,  an  additional  50  days  could  be 
provided  in  a  hospital  and  in  an  extended  care  facility  under  this  type 
of  situation. 

The  medicare  reimbursement  situation  also  needs  attention  and  in- 
centive reimbursement  formulas  are  needed  to  encourage  cost-savings 
without  jeopardizing  quality  care. 

Another  concern  of  ours  is  with  the  present  time  consuming  and 
costly  audit  procedures. 

The  act  provides  that  there  shall  be  audits  of  the  providers  of  serv- 
ice under  the  "reasonable  cost"  formula.  Although  extended  care  fa- 
cilities are  3  years  into  the  medicare  program,  more  than  75  percent 
of  the  ECF  providers  of  service  have  not  yet  received  their  exit  audit 
for  1967,  and  about  50  percent  have  not  even  received  their  on-site  audit. 
So  far,  these  audits  of  extended  care  facilities  have  consumed  from 
six  to  nine  weeks  on  an  average  per  audit  in  the  facility,  during  which 
time  the  auditing  teams  are  physically  present  in  the  extended  care 
facility,  substantially  interrupting  the  work  of  the  administrative 
office  of  the  participating  extended  care  facility.  Many  have  suggested 
that  instead  of  the  present  audit  system,  a  type  of  audit  ulitized  by  the 
Internal  Revenue  Service,  such  as  the  desk  audit,  should  be  employed 
with  a  field  or  on-site  audit  being  made  only  on  a  random  sample  basis 
or  when  discrepancies  are  noted  in  desk  audits. 

Secondly,  the  audits  of  1967  services  rendered  are  not  carried  out  in 
light  of  regulations  in  effect  in  1967,  but  rather  under  the  most  current 
revisions.  As  a  matter  of  fact,  every  other  week  we  get  a  new  letter 
changing  things  about  1967.  The  fiscal  intermediary  informed  the  ex- 
tended care  facility  in  1967  to  handle  its  accounts  on  the  basis  of 
"sound  accounting  principles,"  so  that  if  a  1969  rule  completely  re- 
verses a  1967  rule,  SSA  feels  that  the  1967  rule  was  not  in  accordance 
with  "sound  accounting  principles,"  hence  the  ECF  must  pay  back 
affected  sums  received  in  1967.  It  would  seem  fundamental  that  in  ad- 
ministering the  Medicare  Act,  the  Secretary  is  subject  to  provisions 
of  the  Administrative  Procedure  Act,  which  the  Social  Security  Ad- 
ministration has  in  contrast  studiously  ignored  for  the  last  3  years. 
To  satisfy  due  process  of  law,  guidelines  cannot  be  applied  retroactive- 
ly, particularly  when  they  contradict  previous  instructions  to  providers 
of  service. 
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Another  area  of  great  concern  to  us  is  the  business  of  defining  what 
is  allowable  cost.  There  are  many  types  of  legitimate  costs  that  hereto- 
fore have  been  allowed  in  private  enterprise  and  by  the  Federal  Gov- 
ernment in  procuring  materials  and  supplies  for  the  defense  establish- 
ment or  other  purchase  practices  of  the  Federal  Government,  including 
health  programs.  These  are  not  being  allowed  in  the  present  health 
program.  They  include  in  specific  regard  to  medicare:  (1)  full  ad- 
ministrative expense  of  the  provider  related  to  the  program,  (2)  bad 
debt  expenses,  (3)  advertising  expense  related  to  vacancy  and  other 
factors  related  to  the  program,  (4)  full  reimbursement  of  utilization 
review,  and  (5)  other  expenses  including  accounting  costs.  Each  of 
these  is  not  being  allowed  to  some  extent  under  the  Medicare  Act. 

In  each  case,  the  provider  is  either  not  being  reimbursed  at  all  for 
legitimate  expenses  (such  as  advertising),  or  his  reimbursement  for 
direct  expenses  for  services  for  medicare  patients  is  reimbursed  only 
partially.  For  example,  utilization  review  is  conducted  only  for  medi- 
care patients.  Nonetheless,  if  a  facility's  total  medicare  patient  days 
is  only  25  percent  of  its  overall  total,  a  provider  receives  back  only  25 
percent  of  his  expenses  for  utilization  review.  The  same  is  true  for 
administrative  expenses  or  preparing  a  cost  report  for  medicare. 

SSA's  actions,  regarding  averaging  of  program-related  expenses 
is,  therefore,  in  direct  violation  of  the  criss-cross  provisions  of  Section 
1861  (v)  (1)  (A)  of  Public  Law  89-97  which  prohibit  medicare  from 
bearings  costs  of  nonmedicare  patients  and  vice  versa. 

Another  area  of  concern  is  the  definition  of  spell  of  illness. 

Section  1861(a)  defines  "spell  of  illness"  as  commencing  with  the 
first  day  a  patient  enters  a  hospital,  uses  his  hospital  and/or  extended 
care  benefits,  and  ending  60  consecutive  days  thereafter,  on  which  he 
is  neither  an  in-patient  in  a  hospital  or  an  extended  care  facility. 

An  "extended  care  facility"  for  the  purposes  of  "spell  of  illness"  was 
defined  by  Congress  in  section  1861  (j)  (10)  as  a  facility  "which  is  pri- 
marily engaged  in  providing  to  in-patients  (a)  skilled  nuring  care 
and  related  services  for  patients  who  require  medical  or  nursing  care, 
or  (b)  rehabilitation  services  for  the  rehabilitation  of  the  injured, 
disabled,  or  sick  persons."  Although  Congress  specifically  defined  an 
"extended  care  facility"  for  the  purposes  of  "spell  of  illness,"  the 
Social  Security  Administration  had  radically  altered  the  Congres- 
sional definition,  in  effect  preventing  many  thousands  of  beneficiaries 
from  ever  ending  a  spell  of  illness,  or  really  ever  having  a  second 
coverage  under  medicare. 

The  Social  Security  Administration  has  done  this  by  defining  an 
"extended  care  facility"  as  a  facility  which  is  under  supervision 
of  a  licensed  practical  nurse — who  need  not  be  a  graduate  of  a  State 
approved  school — with  aides,  orderlies,  or  attendants  on  the  other  two 
shifts.  One  example  will  best  illustrate  the  hardship.  Patient  A  is  a 
man  75-years-old  and  living  in  a  custodial  home,  a  typical  retirement 
type  home,  of  which  we  have  many  in  this  country.  He  can  get  around, 
but  he  needs  someone  to  make  sure  that  he  eats  his  meals  and  takes 
his  medicine.  Patient  A  has  a  severe  heart  attack.  He  enters  the  hos- 
pital for  90  clays.  He  is  then  transferred  to  an  "extended  care  facility" 
for  100  days.  He  returns  to  the  custodial  home,  the  retirement  home, 
his  original  point  of  origin,  where  he  has  lived  for  2  years.  He  can 
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never  again  become  eligible  for  medicare  benefits  under  letter  No  65 
because  there  is  8  hours  a  day  of  "nursing  service"  available  in  that 
retirement  home.  This  residential  care  home  is  considered  by  the  Social 
Security  Administration  to  be  an  extended  care  facility  solely  for 
the  purpose  of  not  breaking  his  "spell  of  illness,"  or  granting  him 
another  benefit  period.  In  effect,  if  he  falls  down  the  stairs  6  months 
later  and  breaks  a  leg,  it  is  just  too  bad.  He  is  not  possibly  covered 
again  under  these  conditions. 

State  agency  letter  No.  65  makes  one's  medicare  benefits  hinge 
on  his  station  in  life  or  on  the  circumstances  under  which  he  is  living 
at  the  time  he  enters  the  hospital.  The  result  is  that  the  individual  who 
needs  medicare  benefits  the  most  is  denied  them. 

Now,  the  question  arises,  why  haven't  ECF's  done  something  about 
all  this  ?  The  answer  is,  we  virtually  cannot  under  the  law. 

Many  ECF's,  some  in  Florida,  one  brandnew  home,  have  been 
forced  to  close  because  of  retroactive  denials  and  other  retroactive 
regulations  for  which  no  provision  is  made  for  judicial  review  or 
any  kind  of  remedy.  In  a  suit  filed  by  an  ECF  provider  in  U.S.  District 
Court  for  the  Western  District  of  New  York,  Judge  John  O.  Hender- 
son, held  on  July  30,  1969  that  a  provider  under  section  1395ff  of  the 
Social  Security  Act  is  entitled  to  a  hearing  (1)  only  if  dissatisfied  with 
the  Secretary's  determination  that  it  is  not  a  provider  of  service,  or 
(2)  if  the  Secretary  should  terminate  the  agreement  filed  under  sec- 
tion 1395cc(b)  (2).  The  court  held  that  these  were  the  only  circum- 
stances under  which  a  provider  could  seek  judicial  remedy,  only  those 
two.  No  other  thing  under  the  existing  law  can  be  reviewed  by  the 
courts. 

In  summary,  the  Social  Security  Administration  has  completely 
prevented  the  true  congressional  intent  of  ECF  medicare  participa- 
tion. SSA's  high-handed  arbitrariness  should  be  countermanded  at 
once,  but,  because  of  its  virtual  judicial  independence  Congress  is  the 
only  one  who  can  do  it. 

This  is  my  basic  presentation.  I  would  like  to  illustrate  certain  as- 
pects of  this  with  a  single  case  history.  This  case  history  that  you  are 
about  to  hear  is  true  but  one  of  all  too  many  like  it.  The  facts  have  not 
been  changed.  They  have  been  summarized.  They  clearly  demonstrate, 
in  my  opinion,  the  arbitrary  and  capricious  manner  in  which  des- 
perately ill  medicare  beneficiaries  are  being  denied  the  benefits  that 
Congress  intended  to  give  them. 

This  patient  was  admitted  to  the  nursing  home  on  May  30,  1969 — 
the  dates  here  are  somewhat  important — with  a  diagnosis  of  primary 
arteriosclerosis,  cerebral  vascular  disease,  and  congestive  heart  failure 
compensated,  and  angina  pectoris.  The  secondary  diagnosis  was  hypo- 
thyroidism, cerebral  arteriosclerosis,  Paget's  disease,  a  hiatal  hernia. 
This  patient  was  receiving  a  combination  of  nine  medications  on 
May  30  of  1969. 

He  had  several  period  of  distress,  had  much  pain,  vomited  several 
different  times,  and  was  given  oxygen. 

The  medical  review  questionnaire  required  by  social  security  was 
submitted  on  admission  in  May  of  1969.  The  patient  was  discontinued 
and  declared  noneligible  on  June  8  of  1969  and  the  patient  died  on 
June  8  of  1969  before  being  removed  from  the  nursing  home. 

So,  with  this  type  of  a  diagnosis  and  with  death  proving  it  he  was 
declared  ineligible  under  the  regulations. 
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I  respectfully  ask  the  members  of  this  committee,  is  that  what  was 
intended  when  the  medicare  law  was  enacted,  that  people  who  so  ob- 
viously need  extended  care  are  being  denied  it?  I  submit  that  this  is 
is  not  the  intent  of  Congress  as  we  understood  it. 

Originally,  of  course,  the  utilization  review  was  promoted  by 
Health,  Education,  and  Welfare  as  a  resolution  of  almost  all  problems 
to  be  encountered  under  the  medicare  program,  but  through  a  series  of 
steps  the  Social  Security  Administration  has  almost  completely  de- 
stroyed the  utilization  review  procedure.  At  first  SSA  refused  to  pay 
full  administrative  costs  of  utilization  review  as  the  act  required.  Then 
SSA  set  a  deadline  after  which  time  they  would  not  pay  the  full  cost 
of  the  physician  or  physicians  making  the  review. 

Then  the  Social  Security  Administration  did  everything  to  destroy 
the  utilization  review  by  allowing  laymen  at  HEW  without  benefit  or 
knowledge  and  experience  of  physicians  or  nursing  personnel  to  draft 
regulations  defining  custodial  care.  This  is  not  to  say  that  utilization 
review  should  be  abolished.  Elimination  of  utilization  review  or  de- 
struction of  it  by  tinkering  with  other  mechanisms  before  giving  it  a 
real  opportunity  to  work  is  ill-intended  and  ill-advised. 

Utilization  review  should  be  tightened  and  strengthened. 

One  reason  that  it  has  not  worked  as  it  should  in  hospitals  is  that 
it  has  not  been  undertaken  until  after  14  days  in  the  hospital,  now 
being  reduced  to  13.  To  remedy  this  situation  the  hospital  utilization 
review  committee  should  be  required  to  meet,  in  our  opinion,  after  the 
seventh  day  in  the  hospital.  The  hospital  has  all  the  patient's  records 
and  has  the  ability  and  the  men  there  to  make  the  determination  as 
needed  in  the  hospital  stay  and  as  needed  for  ECF  care  when  the 
patient  leaves. 

The  hospital  UR  committee  also  could  estimate  the  number  of  days 
required  in  the  extended  care  facility.  This  would  alert  the  ECF 
utilization  review  committee.  Once  the  patient  is  certified  to  an  ECF 
the  fiscal  intermediary  should  be  required  to  accept  him  for  14  days 
unless  discharged  sooner.  SSA  should  also  be  required  to  pay  full 
costs  of  utilization  review  as  the  act  presently  provides. 

Aside  from  the  direct  and  obvious  shortcomings  of  utilization 
review,  title  18,  custodial  care  guidelines  are,  we  are  told,  indirectly 
and  adversely  affecting  title  19  beneficiaries. 

In  some  States,  Michigan,  for  example,  the  title  19  agency  is  now 
determining  that  those  recipients  discharged  from  the  medicare  pro- 
gram as  no  longer  requiring  skilled  nursing  care  under  title  18  do  not 
require  skilled  care  under  title  19.  Such  patients  are  being  transferred 
to  basic  or  custodial  care  homes  where  there  is  not  sufficient  nursing 
personnel.  But  by  far  the  most  direct  and  obvious  evil  associated  with 
utilization  review^  is  it  has  forced  overutilization  in  hospitals  by 
physicians  who  realize  that  their  patients  may  be  denied  benefits  retro- 
actively if  they  are  transferred  to  an  ECF.  Attending  physicians  have 
learned  that  there  is  little  likelihood  of  retroactive  denial  in  the 
hospital. 

Similarly,  SSA  has  issued  a  directive  that  a  physician  can  see  a 
patient  in  an  ECF  only  once  a  week.  If  the  patient  is  seen  more  fre- 
quently than  this,  another  form  must  be  filled  out  for  the  physician 
to  receive  payment.  By  the  same  token,  that  same  patient  can  be  seen 
every  day  in  the  hospital  by  the  doctor. 
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The  sensible  and  practical  thing  for  the  physician  to  do  is  to  keep 
the  patient  in  the  hospital  as  long  as  he  can.  This  generally  has  in- 
creased the  hospital  length  of  stay  as  shown  by  the  exhibit  which  is 
attached  to  this  presentation. 

To  summarize  then,  utilization  review  was  created  to  control  the 
abuses  of  the  medicare  program. 

Fundamentally,  in  our  opinion,  it  is  a  good  program  but  it  is  being 
abused  to  such  an  extent  that  patients  are  having  their  insurance 
policies  cut  off  by  clerks  who  overrule  physicians,  and  hospitals  are 
being  overutilized  at  a  tremendous  cost  to  the  American  taxpayer. 
Nonetheless,  utilization  review  is  necessary  and  can  work,  in  our 
opinion,  if  handled  properly  by  responsible  people. 

I  thank  you  very  much  for  this  opportunity  and  would  be  glad  to 
answer  any  questions  that  any  of  you  might  have. 

(The  exhibit  referred  to  follows:) 

EXHIBIT  A 

ANHA's  Proposed  Amendments  to  Title  XVIII  of  Social  Security  Act  as 

Amended 

(Public  Law  89-97  as  amended) 

I.  Amend  Section  1812(a)  (1)  and  (2)  regarding  "Scope  of  Benefits  to  reduce 
hospital  days  and  extended  care  days  to  50  days  and  to  read  as  follows : 

"Sec.  1812.  (a)  The  benefits  provided  to  an  individual  by  the  insurance  pro- 
gram under  this  part  shall  consist  of  entitlement  to  have  payment  made  on  his 
behalf  (subject  to  the  provisions  of  this  part)  for — 

"(1)  inpatient  hospital  services  for  up  to  50  days  during  any  spell  of 
illness : 

"(2)  post-hospital  extended  care  services  for  up  to  50  days  during  any 
spell  of  illness : 

II.  Amend  Section  1812(b)  to  allow  the  exchange  of  1  hospital  day  for  2 
extended  care  days  by  striking  out  the  present  subsection  and  substituting  in  its 
place  the  following : 

"(b)  (1)  Payment  under  this  part  for  inpatient  hospital  services  or  post  hospi- 
tal extended  care  furnished  and  individual  during  a  spell  of  illness  may  not 
(subject  to  subsection  G)  be  made  for  any  such  services  or  care  after  forty 
six  units  of  service  have  been  furnished  to  him  during  such  spell ;  and  for  pur- 
poses of  this  Section : 

"(a)  a  "unit  of  service"  shall  be  equal  to  one  day  of  inpatient  hospital  services 
or  two  days  of  post-hospital  extended  care  and  (b)  an  individual  entitled  to 
forty-six  units  of  inpatient  hospital  services  may  elect  to  exchange  any  portion 
of  forty  two  units  of  such  services  for  a  similar  number  of  units  of  post  hospital 
extended  care  ( twice  the  number  of  hospital  days ) . 

(2)  Payment  under  this  part  for  inpatient  psychiatric  hospital  services  fur- 
nished an  individual  during  a  spell  of  illness  (subject  to  subsection  C)  be  made 
after  such  services  have  been  furnished  to  him  for  a  total  of  190  days  during 
his  lifetime. 

III.  Amend  Section  1812  to  provide  for  an  additional  50  days  of  hospital  or 
extended  care  for  a  catastrophic  illness  or  new  diagnosis  by  adding  a  new 
paragraph  (g)  to  read  as  follows : 

"1812  (g)  Not  withstanding  any  other  provisions  of  this  title,  inpatient  hos- 
pital services  for  up  to  an  additional  50  days  and  post-hospital  extended  care 
services  for  up  to  an  additional  50  days  shall  be  allowed  for  a  catastrophic  illness 
or  for  a  new  diagnosis  that  developed  or  was  discovered  for  the  first  time  in  the 
hospital  or  extended  care  facility  provided  such  a  finding  has  been  made  or 
confirmed  by  the  physician  members  of  the  Committee  or  group,  as  described  in 
Section  1861  (k)." 

IV.  Amend  Section  1861(a)(2)  in  regard  to  "Spell  of  Illness"  to  require  a 
90-day  period  in  which  they  were  neither  an  impatient  in  a  hospital  or  extended 
care  facility  and  giving  the  term  "extended  care  facility"  the  same  meaning  as 
it  has  in  the  remainder  of  the  Medicare  Act. 
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"(2)  ending  with  the  close  of  the  first  period  of  90  consecutive  days  thereafter 
on  each  of  which  he  is  neither  an  inpatient  of  a  hospital  nor  an  inpatient  of  an 
extended  care  facility  under  Title  XVIII. 

lb)  Amend  the  last  paragraph  of  section  1861  (j)  by  deleting  the  phrase  in 
parenthesis  and  the  sentence  after  subparagraph  (10)  as  follows:  "(other  than 
for  the  purposes  of  section  (a)  (2)".)  "For  purposes  of  subsection  (a)  (2),  such 
term  includes  any  institution  which  meets  the  requirements  of  paragraph  (1)  of 
this  subsection." 

V.  Amend  Section  1862(a)  to  provide  for  a  further  definition  of  custodial  care 
by  Congress  by  adding  the  following  to  Section  1862(a)  (9)  and  the  following 
new  subsection  1962  ( a )  ( 13 )  to  read  as  follows  : 

"1862  (a)  (9)  Where  such  expenses  are  for  custodial  care.  However,  the  first 
10  days  in  an  extended  care  facility  are  not  to  be  considered  custodial  care,  and 
m  any  event,  the  term  "custodial  care"  does  not  constitute  any  of  the  following 
(1)  observation  and  assessment  of  total  needs  of  the  patient  or  (2)  planning, 
organization  and  management  of  a  treatment  plan  or  (3)  rendering  of  direct 
services  to  a  patient  where  the  ability  to  provide  the  services  requires  specialized 
training  or  (4)  in  the  case  of  psychiatric  disorders  that  are  primarily  organic 
and  neurological  in  origin." 

"1862(a)  (13)  where  the  only  service  rendered  in  the  hospital  is  skilled 
nursing  care  and/or  some  other  service  that  can  be  rendered  in  an  extended 
care  facility." 

VI.  Amend  Section  1865  so  that  accreditation  by  JCAH  of  extended  care 
facilities  will  have  the  same  effect  as  certification  by  HEW  as  the  Act  presently 
provides  for  Hospitals  by  adding  the  underlined  words  to  .Section  1865  so  that  it 
reads  as  follows : 

"Sec.  1865.  Except,  as  provided  in  the  second  sentence  of  section  1863,  an  in- 
stitution or  an  extended  care  ■facility  shall  be  deemed  to  meet  the  requirements  of 
the  numbered  paragraphs  of  section  1861(e)  or  1861  (j)  as  the  case  may  be  (ex- 
cept paragraph  (6)  of  Section  1861(e)  or  paragraph  (8)  of  Section  1861  (j) )  if 
such  institution  is  accredited  as  a  hospital  by  the  Joint  Commission  on  Ac- 
creditation of  Hospitals.  If  such  Commission,  as  a  condition  for  accreditation 
of  a  hospital  or  an  extended  care  facility  requires  a  utilization  review^  plan  or 
imposes  another  requirement  which  serves  substantially  the  same  purpose,  the 
Secretary  is  authorized  to  find  that  all  institutions  so  accredited  by  the  Com- 
mission comply  also  with  section  1861(e)  (6)  or  Section  1861{j)  (8),  as  the  case 
may  be.  In  addition,  if  the  Secretary  finds  that  accreditation  of  an  institution  or 
agency  by  the  American  Osteopathic  Association  or  any  other  national  ac- 
creditation body  provides  reasonable  assurance  that  any  or  all  of  the  conditions  of 
section  1861(e),  (j),  or  (o),  as  the  case  may  be,  are  met,  he  may,  to  the  extent 
he  deems  it  appropriate,  treat  such  institution  or  agency  as  meeting  the  condi- 
tion or  conditions  with  respect  to  which  he  made  such  finding. 

VII.  Amend  Section  1869  to  allow  providers  to  sue  the  government  directly 
for  claims  in  excess  of  $10,000  by  adding  a  new  subparagraph  (d)  to  Section 
1869  which  would  read  as  follows : 

"(d)  Any  provider  of  services  whose  claims,  directly  or  indirectly,  under  any 
section  of  Title  XVIII  (whether  it  be  for  benefits  denied  any  individual  under 
Part  A  or  Part  B  for  which  such  provider  has  furnished  care  or  services  or  for 
other  reimbursement  including  but  not  limited  to  the  cost  of  administering 
such  title  or  both)  aggregates  $10,000  provided  such  claim  has  remained  unpaid 
by  the  fiscal  intermediary  or  by  the  Secretary  for  a  period  of  ninety  (90)  days 
shall  be  considered  an  aggrieved  party  under  the  Administrative  Procedure 
Act,  this  act  or  any  other  act  or  statute  concerning  judicial  relief  or  process, 
and  shall  be  entitled  to  bring  an  action  independent  of  the  Administrative  Pro- 
cedure Act,  or  any  other  act,  as  an  aggrieved  party  without  exhausting  available 
administrative  remedies,  for  damages  or  injunctive  relief,  in  the  United  States 
District  Court  in  any  district  in  the  State  in  which  the  provider  of  services  is 
located,  or  the  United  States  District  Court  for  the  District  of  Columbia,  and 
service  of  process  on  the  Regional  Director  of  the  Social  Security  Administra- 
tion or  the  Department  of  Health,  Education  and  Welfare  shall  be  considered 
service  on  the  Secretary. 

VIII.  Amend  section  402(a)  of  the  Social  Security  Act  as  amended  to  give 
the  Secretary  broader  authority  to  experiment  with  true  incentive  plans  in 
connection  with  the  reimbursement  of  extended  care  facilities  by  adding  a  new 
section  (4)  at  the  end  of  section  (3)  striking  out  the  period  and  inserting  a 
comma  and  the  word  "or" 
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"(4)  Under  a  plan  developed  under  Title  XVIII  or  Title  XIX  of  such  Act, 
and  which  are  selected  by  the  Secretary  in  accordance  with  regulations  estab- 
lished by  the  Secretary,  could  be  reimbursed  or  paid  in  any  manner  mutually 
agreed  upon  by  the  Secretary  cind  the  extended  care  facility." 

•"The  method  of  payment  of  reimbursement  to  post  hospital  extended  care 
facilities,  whether  on  the  oasis  of  a  state,  region,  fiscal  intermediary  or  facility 
or  a  portion  thereof,  which  may  be  applied  in  such  experiments  shall  be  such  as 
the  Secretary  may  select  and  may  be  based  on  charges,  costs,  a  flat  rate  or  a 
negotiated  rate,  or  any  other  concept,  adjusted  by  incentive  factors,  which  may 
reward  the  provider  by  sharing  the  savings  of  costs  or  projected  cost,  increases 
or  projected  increases  of  costs  or  by  the  payment  of  a  fixed  fee  or  some  other 
method  and  may  include  specific  incentive  payments  or  reduction  of  payments 
for  the  performance  of  specific  actions  but  in  any  case  shall  be  such  as  he  deter- 
mines may,  through  experiment,  be  demonstrated  to  have  the  effect  of  increas- 
ing the  efficiency  and  economy,  or  either,  of  health  services  through  the  creation 
of  additional  incentives  to  these  ends  without  adversely  affecting  the  quality  of 
such  services." 

IX.  Amend  Section  1861  (v)  (1)  of  the  Social  Security  Act  so  that  the  equity 
capital  factor  may  not  be  reduced  to  zero  by  HEW  by  using  a  depreciated  equity 
by  changing  the  last  two  sentences  thereof  to  read  as  follows  : 

"1861  (v)  (1)  Such  regulations  in  the  case  of  extended  care  services  furnished 
by  proprietary  facilities  shall  include  provision  of  specific  recognition  of  a  rea- 
sonable return  on  equity  capital  {without  any  consideration  or  adjustment  be- 
ing made  because  of  any  depreciation  allowance  received  on  such  equity  capital 
by  the  Internal  Revenue  Service  or  any  other  agency  or  individual  for  any  rea- 
son whatsoever) .  including  necessary  working  capital,  invested  in  the  facility 
and  used  in  the  furnishing  of  such  services,  in  lieu  of  other  allowances  to  the 
extent  that  they  reflect  similar  items.  The  rate  of  return  recognized  pursuant 
to  the  preceding  sentence  for  determining  the  reasonable  cost  of  any  services 
furnished  in  any  fiscal  period  shall  not  exceed  one  and  one  half  times  {but  in  no 
event  less  than  7.5  percent)  the  average  of  the  rates  of  interest  for  each  of  the 
months  any  part  of  which  is  included  in  such  fiscal  period,  on  obligations  issued 
for  purchase  by  the  Federal  Hospital  Insurance  Trust  Fund." 

RECOMMEXDATIOXS 

1.  1.  Cut  hospital  and  extended  care  facility  days  to  50  each — without  daily 
deductibles. 

A.  50  additional  days  for  a  certified  catastrophic  illness  in  a  hospital  and 
an  extended  care  facility  (each). 

(7)  $12.00  a  day  each  for  hospitals  after  (50th)  fiftieth  day. 
(2)  85.00  a  day  each  for  extended  care  facilities  (or  in  this  ratio)  after  (50th) 
fiftieth  day. 

B.  Allow  a  patient  to  exchange  each  one  of  47  hospital  days  for  at  least  2  ex- 
tended care  facility  days. 

O.  Exclude  from  coverage,  services  in  hospital  which  are  solely  "skilled  nurs- 
ing care"  and/or  "other  service"  that  can  be  rendered  in  an  extended  care 
facility. 

D.  Shorten  time  before  initial  Utilization  Review  in  hospital  and  extended 
care  facilities  is  required  and  strengthen  Utilization  Review  process. 

2.  Redefine  "Spell  of  Illness"  so  that  a  patent  has  to  be  out  of  a  hospital  or 
extended  care  facility  under  Title  XVIII  for  90  days. 

3.  Define  "custodial  care"  in  detail  and  require  that  need  for  extended  care 
facility  care  be  determined  in  the  hospital. 

4.  Accept  accreditation  by  Joint  Commission  on  Accreditation  of  Hospitals 
of  extended  care  facilities  in  lieu  of  certification — same  as  hospitals — to  eliminate 
duplication  of  surveys  and  to  encourage  upgrading  of  standards. 

5.  Allow  direct  suits  in  Federal  District  Courts  against  SSA  by  a  provider 
where  more  than  810.000.  is  involved  and  where  claim  is  over  90  days  old. 

II.  1.  Adopt  new  formula  based  on  (1)  return  on  buildings  and  equipment, 
(2)  allowance  on  nursing  and  ancillary  services. 

2.  Allow  a  percentage  of  saving  of  costs  to  government  based  on  costs  lower 
than  general  increase  or  similar  factor. 

3.  Allow  experimentation  by  Secretary  for  true  incentive  formula  which  allows 
provider  a  portion  of  costs  he  saves  government. 
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Mr.  Pickens.  Mr.  Chairman,  we  have  three  other  witnesses  that 
have  short  statements.  I  don't  know  whether  it  is  your  pleasure  to 
proceed  with  them. 

Mr.  Boggs  (presiding) .  I  think  it  would  be  best  to  proceed  with  the 
other  witnesses.  Suppose  we  proceed  that  way. 

Mr.  Pickens.  The  next  witness  is  Mrs.  Betty  Maloney,  who  I  be- 
lieve you  know,  Mr.  Chairman,  from  New  Orleans. 

STATEMENT  OF  MRS.  BETTY  A.  MALONEY,  ON  BEHALF  OF  THE 
LOUISIANA  NURSING-  HOME  ASSOCIATION 

Mrs.  Maloney.  My  name  is  Betty  Maloney,  and  I  am  from  New 
Orleans,  La.  I  am  appearing  today  on  behalf  of  the  Louisiana 
Nursing  Home  Association. 

I  am  a  graduate  of  Louisiana  State  University  with  a  B.S.  degree. 
I  am  also  a  registered  professional  nurse,  having  taken  my  training  at 
Charity  Hospital  in  New  Orleans.  During  World  War  II,  I  was  a  mem- 
ber of  the  Navy  Nurse  Corps.  For  3  years  I  was  with  the  Department 
of  Hospitals  for  the  State  of  Louisiana.  During  this  time  I  aided  in 
upgrading  the  nursing  home  regulations  for  the  State. 

I  have  been  a  nursing-home  administrator  for  the  past  7  years.  I 
am  a  member  of  the  American  Nurses  Association  and  a  member  of  the 
Louisiana  Nursing  Home  Association  and  the  Louisiana  Hospital 
Association.  I  am  on  the  Continuing  Education  Committee  for  the 
Regional  Medical  Program  of  U.S.  Public  Health  Service. 

At  the  present  time  I  am  part-owner  and  administrator  of  two  nurs- 
ing homes  in  New  Orleans,  La.  One,  Plantation  Nursing  Home 
at  7800  Chef  Monteur  Highway,  is  a  119-bed  facility.  The  other  is 
Providence  House,  a  112-bed  facility  on  Delechaise  Street,  near  five 
hospitals.  Both  nursing  homes  are  certified  extended  care  facilities. 
However,  Plantation  Nursing  Home  dropped  out  of  the  program  in 
July  1969. 

Providence  House  is  less  than  2  years  old  and  was  opened  with  the 
hope  that  it  would  care  for  Medicare  patients  exclusively.  This  has 
not  been  possible.  It  takes  patients  from  Baptist,  Mon  Dieu,  Turo,  Sara 
Mayo,  and  Charity  Hospitals. 

The  Social  Security  Administration  has  in  the  past  issued  count- 
less regulations,  some  without  consultation  with  national  associations 
or  organizations,  and  very  few  of  which  have  been  published  in  the 
Federal  Register,  which  are  designed  "purportedly"  to  protect  the 
reasonable  cost  formula. 

CUSTODIAL  CARE 

Congress  was  concerned  that  the  Medicare  program  should  not 
provide  custodial  care.  There  are  several  built-in  protections  against 
custodial  care  in  ECF's  in  the  title  XVIII  program.  Among  them 
are:  (1)  the  requirement  for  3-day  hospitalization,  (2)  physician 
certification,  and  (3)  the  requirement  for  utilization  review.  In  order 
to  be  eligible  to  participate  in  Medicare,  a  facility  must  have  a  utiliza- 
tion review  program.  Extended  care  facilites  have  spent  countless 
hours  and  money  to  develop  those  programs,  as  they  were  required  to 
do.  However,  intermediary  letter  257  (and  letter  371)  on  custodial  care 
may  well  destroy  the  Medicare  program,  if  it  has  not  already  done  so. 
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Without  consultation  with  providers  of  service,  the  Social  Security 
Administration  issued  intermediary  letter  257,  defining  custodial  care. 
This  definition  was  completely  unrealistic.  For  example,  let  us  assume 
that  a  patient  has  been  in  an  extended  care  facility  for  30_  days.  The 
Utilization  Review  Committee  certifies  that  he  needs  additional  bene- 
fit clays.  At  the  end  of  an  additional  20  days,  the  patient  is  discharged 
from  benefits  under  the  program  by  the  Utilization  Review  Committee. 
Under  the  instruction  to  the  fiscal  intermediary  contained  in  letter  257, 
the  intermediary  may  review  the  record  of  this  patient  at  any  time 
after  discharge  and  determine  that  all  or  part  of  this  patient's  stay  of 
50  days  in  the  extended  care  facility  was  custodial,  and  the  interme- 
diary then  must  disallow  benefits  and  payment.  The  facility  is  left  in 
the  position  of  attempting  to  collect  from  the  patient  as  a  private 
paying  patient. 

It  places  the  medicare  beneficiary  recipient  in  the  untenable  posi- 
tion of  not  knowing  at  any  time  whether  the  care  received  under  phy- 
sician certification,  and  Utilization  Review  Committee  approval  will 
be  paid  for  by  the  Federal  Government. 

Moreover,  it  places  the  provider  of  service  in  the  position,  at  any 
point,  upon  admission  or  at  discharge,  of  not  knowing  whether  pay- 
ment for  services  rendered  will  ever  be  made  by  anyone,  despite  the 
patient  being  admitted  to  the  nursing  home  after  discharge  from  a 
hospital  upon  certification  of  a  physician  and  being  discharged  upon 
orders  from  the  physician. 

This  places  the  fiscal  intermediary  and  the  Social  Security  Adminis- 
tration over  the  physician  and  the  Utilization  Review  Committee,  on 
which  there  is  at  least  one  physician,  and  substitutes  an  agency  regu- 
lation, and  the  decision  of  a  clerk  for  the  medical  decision  of  the  phy- 
sician and  other  members  of  the  Utilization  Review  Committee. 

In  requiring  the  establishment  of  Utilization  Review  Committees  to 
review  medical  illness  of  medicare  patients,  Congress  certainly  did  not 
intend  for  medical  decisions  seriously  arrived  at  to  be  retroactively 
overridden  by  a  clerk  in  the  office  of  a  fiscal  intermediary  attempting 
to  interpret  letter  257  hastily  conceived.  The  utilization  review  regu- 
lations were  promulgated  after  some  18  months  of  consideration  by 
knowledgeable  people  in  the  profession,  consultation  and  consideration 
by  HIBAC,  and  publication  in  the  Federal  Register  asking  for 
comment. 

Letter  257  attempts  to  amend  this  without  complying  with  the  pro- 
cedures of  title  XVIII  or  of  the  Administrative  Procedures  Act.  Curi- 
ously enough,  letter  257  was  just  published  on  October  28,  1969,  in  the 
Federal  Register,  although  SSA  has  enforced  this  regulation  since 
September  1968. 

The  Medicare  Act  provides  that  custodial  care  shall  not  be  paid 
for  in  the  extended-care  facilities.  Neither  is  custodial  care  to  be  paid 
for  in  hospitals.  However,  HEW  has  done  little  or  nothing  to  curb 
custodial  care  in  hospitals  nor  to  save  the  program  several  million 
dollars  by  requiring  timely  transfer  to  extended-care  facilities,  10  to 
15  percent  of  the  cases  that  come  to  extended-care  facilities  from  hos- 
pitals are  no  doubt  custodial  cases  and  should  not  be  paid  for. 

The  reason  that  they  are  custodial  cases  is  that  they  stayed  too  long 
in  the  hospital.  This  is  costing  medicare  the  program  far  in  excess 
of  what  it  should  cost.  The  intent  of  the  legislation  was  that  the  patient 
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would  stay  in  the  hospital  only  as  long  as  hospital  care  was  deemed 
necessary,  and  that  they  would  be  transferred  to  an  extended-care 
facility,  which  would  be  far  less  costly  to  the  Federal  Government. 

SSA's  action  against  supposedly  custodial  cases  in  extended-care 
facilities  may  save  a  few  thousand  dollars  and  deny  a  beneficiary  his 
benefits,  whereas  a  better  administration  of  the  Medicare  Act  would 
save  millions  in  hospital  costs. 

The  law  requires  utilization  review  process  in  hospitals.  Utilization 
review  in  some  instances  probably  is  not  working  perfectly  because 
SSA  has  not  made  it  work,  but  it  is  working.  HEW  can  exert  pres- 
sure on  hospitals  and  on  the  fiscal  intermediaries  to  force  the  discharge 
of  patients  from  hospitals  when  they  no  longer  require  hospital  care. 

Secondly,  in  connection  with  "custodial  cases,"  when  the  physician 
directs  the  transfer  of  the  patient  from  the  hospital  to  an  extended- 
care  facility,  a  clerk  in  the  office  of  the  fiscal  intermediary  may  decide, 
some  two  or  three  weeks  later,  that  the  case  is  of  a  custodial  nature 
and  deny  benefits  to  the  person  on  a  retroactive  basis. 

The  clerk  is,  in  effect,  practicing  medicine,  which  is  contrary  to  the 
act.  SSA  has  exerted  pressure  on  the  fiscal  intermediaries  to  engage  in 
these  practices  which  clearly  violates  the  act.  Originally,  there  were 
many  cases  of  post-cataract  operations,  which  the  fiscal  intermediary 
held  were  custodial  care,  but  later  they  reversed  this  determination. 

The  Social  Security  Administration  more  recently  again  has  re- 
versed itself,  and  now  it  is  taking  the  position  that  post-cataract  re- 
covery in  ECF's  involves  only  custodial  care  and  will  not  be  reimbursed 
by  SSA.  An  aged  person  who  is  transferred  4  or  5  days  after  a  cataract 
operation  to  an  extended-care  facility  and  who  has  the  sutures  removed 
in  the  extended-care  facility,  needs  observation  by  a  nurse  or  a  nursing 
staff  and  needs  constant  nursing  observation  for  several  days.  In  short, 
the  Social  Security  Administration  is  denying  benefits  thatthe  bene- 
ficiary has  a  right  to  expect  in  an  extended-care  facility  and  is  increas- 
ing costs  by  forcing  longer  hospital  stays.  SSA  now  takes  the  position 
that  observation  and  the  judgment  of  a  nursing  staff  may  not  be  re- 
imbursable under  the  Medicare  Act. 


BETTER  PHYSICIAN'S  CERTIFICATION  REQUIRED 

Many  physicians  believe  that  the  form  of  physician  certification 
being  used  by  the  Social  Security  Administration  is  meaningless.  They 
contend  that  the  physician  should  be  certifying  to  a  detailed  diagnosis 
which  required  extended-care  facility  care.  If  this  type  of  certification 
were  required,  physicians  would  be  far  less  likely  to  execute  a  certifi- 
cate in  borderline  cases. 

It  seems  incongruous  that  the  Social  Security  Administration  would 
ask  Congress  to  abandon  the  physician's  certification  in  admitting  a 
patient  to  a  hospital,  would  refuse  to  be  strict  in  custodial  cases  in  hos- 
pitals, and  at  the  same  time  would  refuse  to  adopt  a  meaningful  cer- 
tification of  cases  in  extended-care  facilities  but  be  so  willing  to  deny 
retroactively  countless  cases  where  extended-care  facilities  have  given 
the  case.  . 

I  would  like  to  tell  you  about  two  things  that  we  have  found  m  the 
extended-care  facilities  lately. 

We  have  two  miraculous  cures.  One  of  them  is  the  ambulance  cure. 
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THE   AMBULANCE  CURE 

There  are  countless  instances  where  the  physician  has  transferred 
the  patient  from  the  hospital  to  an  ECF  only  to  have  the  fiscal  inter- 
mediary determine  that  it  is  a  noncovered  case.  The  patient,  seriously 
ill,  has  been  miraculously  cured,  in  SSA's  opinion,  by  an  ambulance 
ride  from  the  hospital  to  the  ECF.  This  has  become  a  nationwide 
joke  and  is  called  the  ambulance  cure. 

THE   AMBULANCE  RELAPSE 

The  ambulance  relapse  puts  the  physician  in  a  dilemma.  He  realizes 
that  if  he  had  left  the  patient  in  the  hospital,  the  benefits  would  have 
been  paid  for  without  question.  It  would  not  be  custodial  care  but 
covered  care.  The  physician  gets  angry  and  frustrated  after  several 
such  experiences  and  sends  the  patient  back  to  the  hospital. 

One  would  think  that  the  hospital  would  reject  the  patient,  knowing 
that  the  ECF  was  told  the  patient's  care  is  now  noncovered.  Indeed 
not,  the  hospital  accepts  the  readmission  of  the  patient  and  is  not  only 
not  questioned  by  SSA  but  is  paid  in  full.  This  phenomenon  is  known 
as  ambulance  relapse.  The  ambulance  cure  is  possible  only  when  the 
patient  is  going  from  the  hospital  to  the  ECF.  On  the  return  trip,  the 
same  day  or  even  later,  when  the  patient  is  going  from  the  ECF  to  the 
hospital,  it  is  ambulance  relapse.  All  of  a  sudden,  like  a  mirage,  SSA 
makes  the  patient's  uncovered  care — his  custodial  care — become  cov- 
ered care  and  not  custodial  care. 

SOCIAL  SECURITY  ADMINISTRATION  S  MEDICARE  PAMPHLETS 

The  Social  Security  Administration,  in  the  past,  has  issued  pamph- 
lets to  the  public  which  led  the  average  citizen  to  believe  that  the  bene- 
fits of  medicare  were  unlimited. 

LENGTH  OF  STAY  IN  HOSPITALS  HAS  NOT  DECREASED 

With  the  action  against  extended-care  facilities,  one  might  anticipate 
that  the  Social  Security  Administration  had  reduced  the  length  of 
hospital  stay  in  order  to  control  that  part  of  the  medicare  program 
which  costs  the  most.  The  opposite  has  been  true.  The  comparison  of 
hospital  stays  of  ECF  patients  by  and  large  has  increased  in  1969  over 
1968.  Hospital  stays  of  ECF's  patients  is  averaging  in  excess  of  25 
days.  This  is  in  contrast  to  the  average  length  of  hospital  stays  of  14 
days  of  these  patients  who  go  directly  home.  The  reduction  of  hospital 
stays  will  have  the  biggest  single  effect  on  reducing  costs.  This  will 
also  aid  in  the  so-called  custodial-care  cases  in  extended-care  facilities. 
Extended-care  facilities  will  then  receive  patients  before  they  become 
custodial.  Likewise,  patients  should  be  moved  out  of  the  extended-care 
facilities  as  rapidly  as  possible. 

ANCILLARY  SERVICES  AND  SUTPLIES 

As  stated  earlier,  section  1861  (v)  (1)  (A)  provides  that  nonmedicare 
patients  shall  not  bear  any  of  the  costs  of  medicare  patients.  However, 
the  Social  Security  Administration  by  design  is  forcing  nonmedicare 
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patients  to  bear  more  and  more  of  the  costs  of  medicare  patients  by 
the  spurious  logic  that  any  additional  nursing  or  other  services  re- 
quired of  an  extended-care  facility  somehow  will  benefit  the 
non-medicare  patient  even  though  they  neither  are  needed  nor  desired 
by  the  non-medicare  patient. 

The  Social  Security  Administration  is  attempting  indirectly  to 
force  on  class  of  service  for  medicare,  welfare  and  private  paying  pa- 
tients, which  it  has  no  authority  to  do,  directly  or  indirectly.  SSA 
issued  a  proposed  letter  in  which  it  purported  to  prohibit  extra  charges 
for  such  ancillary  services  as  spoon  feeding,  incontinency,  and  the  like. 
Since  all  patients  do  not  require  these  services,  extended-care  facilities 
and  nursing  homes  did  not  charge  patients  for  these  services  if  such 
services  were  not  furnished  them.  The  Social  Security  Administration 
stated  that  if  the  charge  for  spoon  feeding  was  an  extra  $1  a  day,  and 
the  basic  rate  for  room,  board  and  general  nursing  services  was  $12  a 
day,  then  the  extended-care  facility  had  to  adjust  its  rate  to  $12  plus 
$1,  or  $13  a  day  and  charge  all  patients  $13,  otherwise  the  Social 
Security  Administration  would  not  pay  the  $1  a  day  for  spoon  feeding. 

Eecently,  the  Social  Security  Administration  has  gone  much  fur- 
ther and  said  that  catheter,  cylsis,  oxygen,  tube  feeding,  and  other 
general  nursing  services  have  to  be  included  in  the  overall  per  diem 
rate.  Most  per  diem  rates  are  calculated  for  care  of  the  "average  pa- 
tienty 1  which  is  the  only  fair  method.  Patients  receiving  extraordinary 
services,  such  as  those  recited  above,  require  more  nursing  care,  more 
supervision,  and  more  licensed  nurse  observation  than  the  average  pa- 
tient. Any  patient  who  receives  such  extra  care  and  service  should  be 
charged  for  it,  whether  they  are  medicare  or  non-medicare  patients, 
and  we  should  not  expect  patients  which  do  not  use  such  services  to 
contribute  to  the  cost  of  such  care  for  them. 

MEDICAL   SOCIAL  WORKER 

SSA  recently  has  taken  the  position  that  medical  social  service 
must  be  included  in  the  per  diem  rate.  The  majority  of  private  patients 
and  many  of  those  on  welfare  have  families  or  close  friends  who  care 
for  their  social  needs  and  do  not  want  and  do  not  need  social  work 
services.  The  remainder  of  the  welfare  patients  are  supposed  to  be 
served  by  a  social  worker  assigned  to  the  welfare  department. 

While  it  is  true  that  this  service  should  be  made  available  on  a 
special  fee  basis  to  those  who  want  it  and  need  it,  those  who  do  not 
should  not  be  made  to  pay  for  it  for  others.  This  is  another  waste  of 
medicare  funds,  which  at  the  same  time  increases  the  basic  cost  of  care 
provided  by  the  extended-care  facility. 

THERAPY 

The  act  reimburses  for  physical,  occupational  and  speech  therapy. 
No  one  denies  that  such  special  therapy  should  be  provided  under  the 
medicare  program  to  those  who  need  it  and  for  whom  it  will  help  re- 
habilitate and  make  a  more  useful  life.  But  HEW  has  pushed  physi- 
cal and  occupational  therapy  to  an  unwarranted  degree. 

,  Admittedly,  there  are  several  examples  in  which  extended-care  fa- 
cilities have  abused  the  medicare  program  by  making  arrangements 
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with  therapists  for  excessive  use  of  therapy.  But  HEW  has  encour- 
aged this  just  as  they  are  now  pushing  the  medical-social  worker. 

COMPARISON  OF  10  PATIENTS,  HALF  OF  WHOM  WERE  DENIED  BENEFITS 

Below  is  a  description  of  10  patients,  five  of  whom  were  held  to  be 
covered  care  and  five  of  whom  had  almost  an  identical  diagnosis  but 
were  rejected.  These  10  patients  were  all  admitted  to  my  facility  in 
New  Orleans. 

Mr.  Pickens.  Mr.  Chairman,  I  might  say  that  the  records  on  these 
10  patients  are  the  last  10  pages  in  this  blue  pamphlet  that  the  mem- 
bers of  the  committee  have.  Excuse  me. 

Mrs.  Maeoney.  In  each  case  a  form  1453  (admission  and  billing 
form  of  SSA)  was  filled  out  in  regard  to  each  patient  and  forwarded 
to  the  fiscal  intermediary.  A  clerk  in  the  office  of  the  fiscal  intermediary 
then  reviewed  this  form  and  made  a  medical  judgment  as  to  whether 
this  patient's  condition  allowed  the  patient  medicare  (ECF)  bene- 
fits. If  the  clerk  allowed  medicare  benefits  on  the  basis  of  the  hospital 
diagnosis,  then  this  clerk  arbitrarily  wrote  in  the  number  of  days  to 
which  the  patient  was  entitled  to  have  care  in  an  ECF.  Each  of  these 
cases  is  documented  in  the  ANHA  master  list  of  documents.  Form 
1453  for  each  of  the  10  patients  is  contained  in  the  last  10  pages  of 
such  master  list. 

First  we  have  patients  "A"  and  "B"  with  rheumatoid  arthritis. 

Patient  "A"  was  a  72-year-old  female  who  was  admitted  to  the 
ECF  after  a  hospital  stay  of  30  days.  This  patient  was  determined  to 
be  covered  subject  to  the  Utilization  Review  Committee.  This  patient 
was  admitted  to  the  nursing  home  on  August  27,  1969. 

TTe  had  patient  "B?"  who  was  admitted  on  June  6,  1969,  with  the 
same  primary  diagnosis,  with  crippling  rheumatoid  arthritis,  an  82- 
year-old  female. 

After  a  75-day  stay  in  the  hospital,  this  patient  was  denied,  this 
case  did  have  an  assurance  of  payment  until  June  25,  1969.  How- 
ever, the  form  was  not  received  by'ECF  until  July  2,  1969,  causing  a 
period  of  8  days  for  which  the  ECF  was  not  paid  or  had  to  collect 
from  some  other  source,  and  this  is  extremely  difficult. 

Rheumatoid  arthritis  is  a  disease— and  I  am  not  practicing  medi- 
cine— which  perhaps  is  never  going  to  get  any  better.  But  there  are 
times  when  it  can  flare  up  in  the  acute  stages.  I  believe  it  is  up  to  the 
doctor  or  the  physician  to  determine  the  need  for  this  patient  to  be  in 
the  ECF. 

There  is  a  comparison  between  patient  "D"  and  "C."  This  patient 
had  cataract  extraction.  Patient  "C"  had  the  right  eye  for  the  cataract 
extraction,  a  73-year-old  female,  10-day  hospital  stay.  This  one  was 
a  covered  case.  The  second  patient,  patient  "D,"  had  a  bilateral  cata- 
ract extraction,  which  is  both  eyes,  and  after  a  16-day  hospital  stay 
was  denied  coverage  in  the  ECF. 

Cataract  extraction  has  been  a  bone  of  contention  with  ECF  at  the 
beginning  of  the  program,  when  social  security  allowed  this  to  be  a 
covered  case.  At  some  given  point  they  reversed  themselves  and  said  it 
was  a  noncovered  case.  Recently  they  reversed  themselves  again  and 
said  some  cases  were  covered  and  some  were  not. 
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Once  again,  the  patient  with  the  bilateral  cataract  extraction  was 
denied  benefits  before  it  even  came  before  the  Utilization  Review 
Committee. 

Comparison  patient  UE''  and  patient  "F."  These  patients  both  had 
cholecystectomies.  They  had  their  gall  bladders  removed.  One  was  a 
71-year-old  female,  had  a  hospital  stay  of  18  days,  and  was  considered 
covered-care  by  the  Fiscal  Intermediary,  and  these  two  are  both  post- 
operative cholecystectomies,  which  is  removal  of  the  gall  bladder. 

The  second  patient  was  a  72-year-old  female  who  had  been  in  the 
hospital  for  IB  days.  This  patient  was  a  noncovered  case.  I  don't  guess 
it  makes  much  difference  when  you  have  your  gall  bladder  out. 

Comparison  of  patients  "Gr"  and  "H."  These  two  patients  both  had 
colitis.  One  had  a  diagnosis  with  renal  disease,  the  other  one  with 
cerebral  vascular  insufficiency,  diarrhea  alternating  with  constipation. 
The  one  with  renal  disease  and  colitis  had  a  hospital  stay  of  14  days, 
was  a  91year-old  female,  and  this  was  a  covered  case.  The  second  one, 
patient  "H,"  had  a  diagnosis  of  colitis  with  cerebral  vascular  insuffi- 
ciency, was  an  81-year-old  female,  had  a  9-day  hospital  stay  and  was 
a  noncovered  case. 

Comparison  of  patients  "I"  and  "J,"  with  generalized  arteriosclero- 
sis, and  generalized  arteriosclerosis  is  a  diagnosis  we  have  had  many 
problems  with  in  the  extended-care  facilities.  I  don't  believe  that  any- 
body but  a  physician  can  determine  the  needs  of  a  patient  with  a  diag- 
nosis of  generalized  arteriosclerosis.  This  is  a  very  unusual  and  strange 
disease.  It  affects  most  of  us  at  some  given  point  in  our  life.  It  is  a 
disease  that  only  a  physician  could  determine  the  needs  on. 

We  had  one  patient  who  was  an  80-year-old  male,  after  a  hos- 
pital stay  of  12  days  was  considered  a  covered  case  by  the  Fiscal 
Intermediary. 

We  had  an  82-year-old  female  with  generalized  arteriosclerosis,  G.I. 
bleeding.  This  patient  had  a  hospital  stay  of  23  days  and  was  rejected 
as  a  noncovered  case  by  the  Fiscal  Intermediary. 

Once  again,  generalized  arteriosclerosis  is  a  disease  that  only  physi- 
cians can  determine  the  need  or  the  medical  necessity  of  extended-care 
benefits  on. 

Based  on  these  preceding  comparisons,  it  has  become  apparent  that 
it  is  unsatisfactory,  to  say  the  least,  for  a  clerk  in  the  office  of  a  fiscal 
intermediary  to  determine  the  coverage  of  care  on  a  piece  of  paper  sub- 
mitted with  form  1453  to  the  Fiscal  Intermediary.  A  physician  would 
not  attempt  to  guess  the  number  of  days  of  ECF  care  that  was  needed 
without  examining  the  patient  on  a  routine  basis. 

Based  on  the  information  on  the  medical  abstract,  a  patient  can  be 
denied  benefits  by  a  clerk  in  the  fiscal  intermediary's  office  which  have 
been  certified  to  as  being  medically  necessary  by  the  attending  physi- 
cian. This  patient  has  not  yet  been  subject  to  the  Utilization  Review 
Committee's  review.  There  is  both  a  duplication  of  paper  work,  which 
places  a  real  burden  on  the  administration  forces  of  an  ECF  and  fiscal 
intermediary;  one  can  deny  benefits  which  the  other  has  not  even 
acted  upon. 

Assurance  of  payment  was  to  be  exercised  in  doubtful  cases,  but 
the  fiscal  intermediary  made  the  ECF  report  on  every  case  or  be 
denied  payments  if  they  assumed  their  judgment  and  the  admitting 
physician's  judgment  was  bad  in  their  opinion.  The  fiscal  intermediary 
has  become  the  Utilization  Review  Committee  and  the  payor. 
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I  would  like  to  take  this  opportunity  to  tell  you  that  it  has  been  a 
privilege  to  appear  here  before  you  today.  Thank  you  very  much. 

Mr.  Boggs.  Thank  you  very  much,  Mrs.  Maloney, 

Mr.  Pickens.  Mr.  Chairman,  our  next  witness  is  Mr.  Mell  from 
Georgia. 

Mr.  Boggs.  We  will  be  very  happy  to  hear  from  you. 

STATEMENT  OF  LABE  B.  MELL,  MEMBER  OF  BOARD  OF  DIRECTORS, 
GEORGIA  NURSING  HOME  ASSOCIATION 

Mr.  Mell.  Thank  you. 

My  name  is  Labe  B.  Mell.  I  am  president  of  Moody  Nursing  Home, 
Inc.,  a  proprietary  nursing-care  facility,  qualified  under  titles  18 
and  19  of  the  Social  Security  Act.  I  am  a  member  of  the  board 
of  directors  of  the  Georgia  Nursing  Home  Association  and  am 
chairman  of  its  legislative  liaison  committee  and  of  its  title  18  cov- 
erage. I  am  a  fellow  in  the  American  College  of  Nursing  Home 
Administrators. 

Prior  to  deciding  to  become  an  extended-care  facility  under  medi- 
care, nursing  homes  throughout  the  country  were  furnished  a  manual 
published  by  the  Department  of  Health,  Education,  and  Welfare, 
entitled  "Conditions  of  Participation"  for  extended-care  facilities. 
The  conditions  of  participation  required  for  certification  that,  in  ad- 
dition to  the  normal  services  being  provided  by  a  nursing  home,  it 
would  now  be  necessary  to  provide  "physicians,  more  nurses,  a  profes- 
sional dietitian,  therapists,  a  dental  consultant,  a  pharmacist,  a  quali- 
fied medical-records  librarian,"  and  others,  most  of  whom  were  not 
normally  employed  prior  to  establishment  as  medicare  ECF's. 

The  additional  personnel  and  material  meant  tremendous  added 
costs  which  were  thrust  upon  nursing  homes  in  order  that  they  could 
qualify — not  because  nursing  homes  envisaged  added  and  bigger 
profits  but  because  they  were  required  by  the  Social  Security  Ad- 
ministration for  medicare  participation  and  because  everything  pub- 
lished at  that  time  assured  that  medicare  was  going  to  reimburse  the 
"reasonable  costs"  of  such  services.  The  law  states,  in  part : 

Medicare  patients  will  not  bear  the  costs  incurred  by  non-Medicare  patients 
and  non-Medicare  patients  will  not  bear  the  costs  of  providing  care  for  Medicare 
patients. 

Gentlemen,  I  submit  to  you  this  is  a  very  fair  statement,  but  its  ap- 
plication by  the  Government  to  the  provider  is  not  fair.  Lack  of  in- 
formation on  the  part  of  the  provider  and  the  intermediary,  because  of 
poor  Government  communications,  lack  of  judgment  on  the  part  of 
Government  contractors,  and,  most  important,  the  attempt  by  ac- 
countants to  define  costs  of  providers  using  unconventional  and  un- 
workable accounting  procedures,  procedures  which  guarantee  unfair 
and  inequitable  reimbursement,  encourage  deception,  and,  worst  of 
all,  deprive  the  elderly  of  program  benefits  that  you  voted  them. 

During  this  same  period  of  time,  nursing  homes  received  another 
publication  from  HEW  called  "Principles  of  Keimbursement  for  Pro- 
vider Costs."  Because  it  was  general  when  it  came  to  detailing  "cost 
recovery"  methods,  nursing-home  owners  began  to  talk  with  accounts 
to  secure  expert  financial  advice  in  areas  of  cost  accounting.  Almost 
to  a  man,  the  same  advice  was  offered,  namely,  that  only  a  few  things 
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could  occur,  all  dependent  upon  the  election  of  the  nursing-home 
owner  as  to  how  he  would  conduct  his  business  with  relationship  to 
other  patients  being  cared  for  in  his  facility.  The  alternatives  were : 

(1)  Do  nothing.  Maintain  good  accounting  records  for  income  tax 
purposes,  apply  consistent  charges,  report  on  the  "combination 
method'5  and  all  costs,  including  the  added  medicare  costs,  would  be 
averaged  per  patient  day. 

(2)  Certify  a  distinct  part  of  the  facility  as  an  ECF.  Although  not 
an  accounting  mechanism  geared  to  cope  with  the  intricacies  of  medi- 
care, by  certifying  only  an  estimated  number  of  beds  for  medicare,  all 
costs  could  be  allocated  separately  and  reimbursement  easily 
determined. 

In  our  particular  care,  when  we  determined  this  approach  would 
not  work,  we  contacted  our  independent  auditors,  Peat,  Marwick  & 
Mitchell,  and  asked  them  what  it  would  take  under  conventional,  ac- 
cepted cost  accounting  methods  to  determine  accurately  the  cost  of 
medicare  patients  in  our  facility.  We  received  a  letter  on  July  25, 
1969,  a  copy  of  which  is  attached  to  this  written  report,  from  Mr. 
Philip  M.  Henry,  manager  of  Peat,  Marwick  &  Mitchell,  Atlanta,  Ga., 
which  states  in  part : 

We  have  concluded  that  the  only  way  for  you  to  prove  your  contentions  would 
be  to  install  a  rather  elaborate  cost  system  under  conventional  accepted  cost- 
accounting  methods  in  order  to  arrive  at  costs  for  Medicare  patients  and  non- 
Medicare  patients.  This  cost  system  could  be  supported  by  documents,  statistics, 
and  the  other  data.  Costs  of  such  a  system  would  include  design  and  implementa- 
tion costs  of  upwards  of  $25,000  plus  the  cost  of  maintaining  the  system. 

The  underlining  you  will  find  in  the  written  report  is  ours,  and  we 
estimate  that  the  cost  of  maintaining  the  system  would  be  an  addi- 
tional $10,000  to  $15,000  per  year. 

(3)  Develop  and  employ  sophisticated  accounting  systems  suggested 
by  the  principals  themselves.  In  most  instances  the  logical  and  prudent 
advice  (which  has  since  proven  fatal)  was  that  if  nursing  homes  were 
not  inclined  to  carry  out  the  method  just  mentioned,  a  sophisticated 
charging  technique  had  to  be  developed  and  the  RCC/AC  method  of 
reporting  costs  employed.  "RCC/AC"  means  "ration  of  charges  to 
beneficiaries  to  charges  to  all  patients  applied  to  cost."  Thus,  the 
higher,  or  lower,  the  medicare  charge  in  relation  to  total  charges,  the 
greater  or  lesser  liability  medicare  would  incur. 

There  could  be  two  approaches  in  identifying  costs  by  this  method. 
The  first  was  to  grade  charges  for  routine  services  overall  and,  assum- 
ing the  "new"  kind  of  patient  would  generally  require  most  of  the 
newly  added  services,  hope  that  the  ratio  finally  allocates  the  added 
costs  to  "that"  kind  of  patient.  This  method,  if  the  provider  could 
prove  by  exhaustive  study  and  demonstration,  allows  the  recovery  of 
a  good  measure  of  medicare  costs. 

The  other  method,  and  probably  the  most  sensible,  involves  the  estab- 
lishment of  the  cost  of  nursing  services  and  related  services  as  a  "cost 
center"  seDarate  from  "routine  services.''  Since  the  range  of  services 
required  by  admissions  varied  from  nil  to  very  intensive,  charges 
added  to  routine  charges  and  applied  to  cost  on  a  consistent  basis  and 
according  to  some  real  method  of  classification  comes  closer  to  identi- 
fyinef  costs  to  those  utilizing  additional  services.  The  more  competent 
ECF's  utilized  this  method  in  the  beginning  and  assumed  that  on  the 
basis  of  "sound  management"  and  "prudent  spending"  their  costs 
would  be  reimbursed. 
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In  any  event,  the  mechanics  were  put  in  motion — accounts  set  up, 
services  arranged  for — and  on  January  1,  1967,  the  program  began 
for  extended-care  facilities,  a  new  concept  envisioned  and  created  by 
Congress. 

Fiscal  intermediaries  were  submitted  cost  pro  formas  and  interim 
rates  of  reimbursement  were  approved  and  employed  based  on  one  of 
the  above-mentioned  methods.  From  time  to  time,  generally  quarterly, 
ECF's  submitted  amended  cost  reports  reflecting  the  need  for  either 
increasing  or  reducing  their  medicare  rates. 

Then  the  picture  began  to  change.  Letter  after  letter  was  issued  by 
the  Social  Security  Administration  altering  the  original  principles 
of  reimbursement.  All  letters  aimed  at  reducing  the  program's  liability 
and  negating  the  U.S.  Government's  promise  to  pay. 

One  of  the  most  radical  departures  from  the  Social  Security  Ad- 
ministration's and  the  Government's  "promise  to  pay"  was  inter- 
mediary letter  No.  323,  dated  April  of  1968.  The  subject  was  uCost 
Finding  in  ECF's — Costs  of  Eoutine  Services."  The  letter  outlined, 
in  no  uncertain  terms,  the  dictatorial  position  of  SSA  that  inter- 
mediaries were  to  consider  all  nursing  services  as  routine  and  rescinded 
retroactively  the  most  proper  method  of  allocating  added  nursing 
homes  medicare  costs.  Also,  if  nursing  homes  had  not  properly  second- 
guessed  the  Bureau  of  Health  Insurance,  the  secondary  method  of 
ECC/AC,  previously  discussed,  also  was  not  allowable. 

The  result  was  that,  for  hundreds  of  ECF's,  the  added  cost  which 
SSA  had  promised  to  pay  had  to  be  averaged  out  to  all  patients,  re^ 
gardless.  For  instance,  assuming  added  medicare  costs  of  $100,000  in 
1967  and  a  medicare  patient  load  of  25  percent,  if  costs  were  averaged 
out,  a  facility  had  to  lose  $75,000.  The  net  effect  is  not  hard  to  imagine. 

Providers  were  not  notified  by  the  Social  Security  Administration 
of  letter  No.  232.  And  the  reason  we  know  this  is  because  intermediaiw 
letters  are  never  sent  to  the  provider. 

I  wrote  to  the  Department  of  HEW  in  June  of  1969,  asking  for 
copies  of  BHI  Intermediary  Letter  371,  since  it  covered  in  great  detail 
new  regulations  regarding  classes  of  skilled  services  in  ECF's.  I  re- 
ceived a  reply  on  July  25,  1969,  a  copv  of  which  is  attached  to  this 
written  statement,  from  Mr.  Thomas  Tierney,  director  of  the  Bureau 
of  Health  Insurance,  stating  in  part  that  intermediary  letters  are 
printed  primarily  for  distribution  to  intermediaries  and  are  not  avail- 
able for  general  distribution. 

However,  he  stated  that  a  generous  supply  was  sent  to  our  inter- 
mediary from  whom  we  might  be  able  to  secure  additional  copies. 

Incidentally,  approximately  30  days  after  Mr.  Tierney's  letter,  I 
received  a  supply  of  Intermediary  Letter  371  directly  from  HEW. 

Fiscal  intermediaries  were  given  it  as  instruction  in  determining 
final  settlements  for  1967  and  1968.  Just  imagine  the  sensation  which 
happened  to  us  of  being  advised  that  "you  owe  SSA  $75,000"  for  1967 
when  one  expected  to  hear  "SSA  owes  you  $2,000." 

Although  the  body  of  BHI  Letter  No.  323  recognized  varying  levels 
of  care  in  existing  nursing  homes  (ECF's) ,  it  : 

1 .  Disallowed  allocating  costs  for  nursing  services  on  a  sophis- 
ticated "separate  cost  center"  basis. 

2.  Made  direct  cost  allocations  for  medicare  services  not 
allowable. 

3.  Eliminated  what  beneficial  cost  allowance  had  existed  as  of 
January  1, 1969. 
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4.  Applied  retroactively  without  notice,  and  after  the  fact. 

It  is  our  opinion  that  such  a  travesty  should  not  go  unchallenged  by 
this  Congress.  State  associations  already  have  voiced  their  intentions 
to  advise  their  memberships  of  the  impossibility  of  living  with  medi- 
care any  longer.  Someone  can  and  must  reestablish  faith  with  our  in- 
dustry— or  there  will  soon  be  no  ECF's  to  provide  the  care  that  the 
Congress  says  it  needs  and  wants  to  provide. 

Since  there  is  no  provision  for  appeal  on  the  part  of  providers,  we 
would  like  to  use  this  statement  as  an  appeal  to  you  and  the  Members 
of  Congress  to  lend  a  responsible  and  concerned  ear  to  the  problems 
that  have  beset  an  industry. 

The  Social  Security  Administration  has  not  been  concerned  with 
accuracy  of  cost  determination.  Rather,  SSA  has  sought  to  devise  reg- 
ulations and  to  extend  pressures  on  auditors  to  reduce  Government's 
costs.  In  fact,  regulations  have  been  written  to  satisfy  unfounded  sus- 
picion based  on  no  more  real  fact  than  who  is  going  to  get  took  first. 

More  regulations  and  continuous  dialog  between  government  and 
industry  is  not  the  answer.  Some  method  must  be  devised  so  that  each 
year  government  knows  how  much  its  obligation  is  to  every  ECF. 
Participating  ECF's  must  be  advised  of  such  obligation  on  a  per  day 
rate  basis,  and  questions  must  be  answered  prior  to  providing  or 
receiving  services.  Whatever  limits  there  are  to  be  on  government's 
obligations  should  be  made  known.  Such  reimbursement  should  be 
contemplated  on  the  basis  of  the  "reasonable  value"  of  such  services 
to  the  program.  Loopholes  should  be  closed,  and  those  who  defraud 
the  taxpayer  must  pay  the  criminal  penalty  for  their  criminal  acts. 
We  can  no  longer  live  with  regulations  meant  to  stop  a  handful  of 
abusers  while  stifling  our  entire  industry's  ability  to  provide  the  care 
desired  and  promised  the  Nation. 

In  conclusion,  the  myriad  of  changing  regulations,  guidelines,  the 
tremendous  amounts  of  administrative  and  of  accounting  time  and 
money  which  must  be  expended  to  determine  inaccurately  the  so-called 
costs  of  care  on  a  type  of  patient  category,  the  fiscal  inability  on  the 
part  of  the  provider  to  pay  for  these  costs,  and  the  impossibility  of  his 
ever  recovering  them  once  paid  for,  have  driven  more  and  more  pro- 
viders out  of  the  medicare  program.  Those  relatively  few  of  us  who 
are  left  are  making  every  effort  to  reduce  the  number  of  medicare 
patients  in  our  facility,  regardless  of  need  within  the  community  to 
accommodate  them. 

It  is  clear  to  us  that  the  program  as  presently  constituted,  insofar 
as  fair  reimbursement  for  costs  incurred  on  behalf  of  the  medicare 
patient,  is  not,  has  not,  and  cannot  work  fairly  to  all  concerned. 

May  we  urge  you  to  consider  alternative  methods  of  reimbursement 
embodying  principles  expressed  in  standard  VA  contracts — a  copy  of 
which  we  have  attached — that  we  have  with  the  Veterans'  Administra- 
tion, Blue  Cross  Association,  and  UAW  contracts.  At  the  very  least 
on  an  immediate  basis,  instruct,  please,  the  appropriate  agencies  to 
come  up  with  an  interim  retroactive  reimbursement  formula  which 
will  treat  the  provider  as  well  as  the  Government  fairly  and,  most 
important,  enable  the  benefits  you  voted  the  elderly  and  infirm  to  reach 
them  as  you  intended. 

Thank  you. 

(The  YA  document  and  the  prepared  statement  of  Mr.  Mell  follow :) 
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APPLICATION  AMD  AGREEMENT  TO  FURNISH  NURSING  HOME  CARE 
TO  PATIENTS  OF  THE  VETERANS  ADMINISTRATION 

NURSING  HOME  NUMBER 
(CC  S-10) 

PART  1 

.  APPLICATION 

1  .NAME  OF  NURSING  HOME 

2.  ADDRESS  (City.  County.  Stale  and  Zip  Code) 

3.  TELEPHONE  NO. 

IA.  NAME  OF  ADMINISTRATOR 

5/  IS  NURSING  HOT. 

E  ACCREDITED  SY 

THE  JOINT 

6.  HAS  NURSING  HOME  SEEN  CERTIFIED 

4.  IS  NURSING  HOME 
WHICH  LOCATED' 

licensed  or  approved  by  state  in 
□  yes  Qno 

(If  "ires,"  insert  elite) 
□  yes       □  no 

XVIII.  SOCIAL  SEC 

□  yes  Qko 

URIT1 

ACT?  (MacCcJw; 

7.   LICENSEO  BED  CAPACITY 

8.  NUMBER 

OF  BEOS  OCCUPIED  ON  FILING  DATE 

9.  OWNERSHIP 
J  J  PROPRIETARY 

j  1  NON-PROFIT 

|  1  ORGANIZATION 

10.  TYPE  OF  PATIENTS  ACCEPTED  (Check  all  applicable  categories; 

A.  MALE 

E.  WHEELCHAIR 

1.  PSYCHIATRIC 

M.  ASSISTANCE  IN  FEEOING 

B.  FEMALE 

F.  NON-AM9ULATORY 

J.  TERMINAL 

N.  OTHER  (Specify) 

C.  DIABETIC 

G.  PARAPLEGIC 

K.  CONFUSED 

D.  BLIND 

H .  NEUROLOGICAL 

L.  CHRONIC  INC 

ONTINENCE 

11  .  MEDICAL 

A.  A  RECALL  PATIENTS  UNDE 

R  THE  CARE  OF  A  PHYSI- 
□    YES  DnO 

B.  ARE  ALL  PAT 
TWO  MONTHS 

IENTS 
□ 

VISITEO  BY  A 
YES  DnO 

3HYSICIAN  AT  LEAST 

ONCE  EVERY 

CARE 

C.  IS  A  WRITTEN  rllSTORY  AND  PHYSICAL  EXAMINATION 
DONE  ON  ADMISSION?   

1     1  YES  ["InO 

D.  NAME  OF  PHY 

WHO  ADVISES  HOME  ON  PROFESSIONAL  MATTERS 

12  NURSING 

A.  NAME  OF  SJP 

EP.VISOR  OF 

(URSING  S 

IS  LOCATED' 

-i  Cur?*ENTl.Y  L'CEN 

□  yes  Dno 

STATE  ,; 

HERE 

NURSING  HOME 

CARE 

C.  REGISTRATION  NO. 

D.  IS 
□ 

YES        □  NO 

.'.  CE  T 

3am  for  all  njrsin 

3  PERSONNEL' 

13.  STAFFING  (tlnter  number  in  noma/ 

each  de 

CC 

FULL-TIME 

(40  hours  per 

CC 

PART-TIME 

(Less  than  40 
hours  per  werfr ' 

ADMINISTRATOR  (If  Se.-ves  al  S 

n  but  mcluJj  in  13D) 

13 

A 

.  ADMINI  5- 

ASSISTANT  ADM 

NISTffATOa 

13 

TRATION 

ACCOUNTANT 

>s 

JfJ  

OTHER  (Specify) 

is  ! 

REGISTERED  NURSES 

,,,>! 

B 

NURSING 

LICENSED  VOCATIONAL/PRACTICAL  NURSES 

13-24 

25-16 

ASSISTANTS/AIDES 

27-23 

19-30 

DIETARY 
STAFF 

DIETITIAN-AMERICAN  OlETETlC  ASSN.  fTYcfc  cons 

jllant  o 

nly) 

3! 

31 

C 

COOK 

34 

ALL  OTHER  KITCHEN  HELP 

35-36 

37-33 

PHYSICAL 

/CORRECTIVE  THERAPIST 

3, 

.  DIRECT 
CARE 

OCCUPATIONAL 

MANUAL  ARTS  THERAPIST 

41 

B 

SOCIAL  WORKER 

43 

STAFF 

RECREATIONAL 

/ACTIVITIES 

DIRECTOR 

« 

(E 

xclusive  of 
Nursing) 

BEAUTIC 

ANS  BARBERS 

47 

PHARMACIST 

SO 

VOLUNTEERS  (1 

eluding  cUli 

51-52 

53  54 

houseke 

EPING 

STAFF 

55-56 

57-5S 

F 

JANITORS 

rENANCE STAFF 

59-60 

61-62 

KEEPING 

LAUNDRY 

63-64 

Si-M 

STAFF 

ENGINEERING 

67 

61 

OTHER  (Specify) 

69-70 

71-72 

A.  DATE  F 

ACILI 

ry  built 

B.  DATES 

OF  EXPANSION  OR  MAJOR  REMODELING 

C.  NUMBER  OF  BEOS  AF- 
FECTED 

BUILDING  CONSTRUCTION  (Type, 

e.g.,  venee 

r,  masonry,  concrete,  et 

f.  is  there  a  base- 
ment OR  CELLAR' 

G.  IS  THE 
STORY 

RE  MORE  THAN  ONE 
EXCLUSIVE  OF  BASE- 

14.  PHYSICAL 
FACILITIES 

0.  OUTSIDE 

WALLS 

E.  ROOF 

□  yes  Dno 

□  yes 

□  no 

H.  ARE  EXTERiOS  WALLS  AT  LEAST 
ONE  HOUR  FIRE  RESISTANT1 

[~1  YES       □  NO 

1    1  ^  THERE  AN  AUTOMATIC  FIRE 
SPRINKLER  SYSTEM  THROUGHOUT 
THE  FACILITY' 

J.  IS  PUBLIC  TRANSPORTATION  AVAILABLE  TO 
NURSING  HOME? 

1  1  WITHIN                    1  1  MORE  THAN 

[_!  i  MILE                 LJ  i  »:le 

SUPER5E0F. 

5  VA  FORM  10-1170.  AUG 

1S5S. 

«<6S5i 
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PART  II  AGREEMENT 


TO:     The  Administrator  of  Veterans  Affairs  - 


(Ollicial  Nans  and  Address  ol  Nursing  Home) 

duly  licensed  or  approved  by  the  State  of  ,  and  hereinafter  referred  to 

as  the  nursing  home,  agrees  to  make  available  its  facilities  for  nursing  home  care  of  Veterans  Administration 
patients,  effective  19  at  the  all-inclusive  rate  of  $  per  day. 

2.  Nursing  home  care  will  be  furnished  to  veterans  for  whom  such  care  is  specifically  authorized  by  the 
Veterans  Administration.  It  is  understood  that  the  type  of  patient  to  be  cared  for  under  this  agreement  will 
normally  not  require  more  than  occasional  visits  by  physicians  or  more  than  minimal  laboratory,  X-ray  and 
other  special  services.  The  care  provided  will  include  room,  meals,  nursing  care  and  any  other  services  or 
supplies  normally  provided  other  patients  in  the  nursing  home  without  extra  charge.  In  addition,  the  per  diem 
rate  established  in  this  agreement  will  include  the  cost  of  medical  care,  emergency  dental  care,  drugs,  labora- 
tory, X-ray  and  other  necessary  services,  unless  specifically  excepted  in  paragraph  9  of  this  Agreement,  it 
is  further  agreed  that  patients  receiving  care  under  this  agreement  who  begin  to  require  more  than  occasional 
visits  by  physicians  or  more  than  minimal  laboratory,  X-ray  and  other  special  services  will  be  promptly  re- 
admitted to  an  appropriate  Veterans  Administration  facility. 

3.  When  a  veteran  receiving  nursing  home  care  under  this  agreement  is  absent  from  the  nursing  home  for  a 
period  longer  than  forty-eight  (48)  hours,  no  charge  will  be  made  for  his  care  during  such  absence. 

4.  In  the  event  a  veteran  receiving  nursing  home  care  under  this  agreement  dies,  the  nursing  home  will 
promptly  notify  the  Veterans  Adm inistration  office  authorizing  admission  and  immediately  assemble,  inventory, 
and  safeguard  the  patient's  personal  effects.  The  funds,  deposits  and  effects  left  by  Veteran;  Administration 
patients  upon  the  premises  of  the  nursing  home  shall  be  delivered  by  the  nursing  home  to  the  person  or  persons 
entitled  thereto  under  the  laws  currently  governing  the  nursing  home  for  making  disposition  of  funds  and  effects 
left  by  patients,  unless  the  veteran  died  without  leaving  a  will,  heirs  or  next  of  kin  capable  of  inheriting. 
When  disposition  has  been  made,  the  itemized  inventory  with  a  notation  as  to  the  disposition  ci  the  funds  and 
effects  will  be  immediately  forwarded  to  the  Veterans  Administration  office.  Should  a  deceased  patient  leave 
no  will,  heirs,  or  next  of  kin,  his  personal  property  and  funds  wherever  located  vests  in  ar.d  becomes  the  prop- 
erty of  the  United  States  in  trust.  In  these  cases  the  nursing  home  will  forward  an  inventory  o:  any  such  prop- 
erty and  funds  in  its  possession  to  the  appropriate  Veterans  Administration  office  and  will  hold  them  (except 
articles  of  clothing  necessary  for  proper  burial)  under  safeguard  until  instructions  are  received  from  the  Vet- 
erans Administration  concerning  disposition. 

5.  It  is  agreed  that  the  Veterans  Administration  will  have  the  right  to  inspection  of  the  nursing  home  and  all 
appurtenances  by  an  authorized  representative(s)  designated  by  the  Veterans  Administration,  to  determine 
whether  acceptable  standards  are  maintained  and  that  adequate  care  is  being  rendered.  Minimum  standards 
for  nursing  home  care  are  listed  in  Appendix  "A"  hereof,  and  become  a  part  of  this  agreement. 

6.  It  is  impossible  to  determine  the  exact  or  estimated  amount  which  will  be  expended  under  this  agreement. 
It  is  understood  that  no  obligation  will  be  incurred  by  the  Veterans  Administration  under  this  agreement  until 
authorizations  are  issued  for  nursing  home  care  of  specific  veterans.  The  Veterans  Administration  agrees  to 
make  payment  on  a  timely  basis  for  services  rendered  in  accordance  with  such  authorizations  upon  receipt  cf 
billings  submitted  by  the  nursing  home  at  the  completion  of  each  month's  service.  The  per  diem  rate  will  be 
paid  for  either  the  first  or  last  day  of  nursing  home  care,  but  net  both.  If  a  veteran  is  admitted  to  and  dis- 
charged from  the  nursing  home  on  the  same  calendar  day,  payment  will  be  made  for  one  cay. 

7.  It  is  agreed  that  the  Veterans  Administration  may  readily  have  access  to  all  medical  records  concerning 
the  veteran's  care  in  the  nursing  home. 

8.  It  is  understood  that  the  veteran  may  be  provided  nursing  home  care  at  the  expense  of  the  Veterans  Ad- 
ministration for  a  period  not  in  excess  of  that  stated  in  the  nursing  care  and  treatment  plan  received  from  the 
Veterans  Administration,  unless  an  extension  of  the  authorization  is  provided  in  writing  by  the  appropriate 
Veterans  Administration  station. 
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9.  Exceptions:  The  following  services  and/or  supplies  will  not  be  included  under  the  inclusive  per  diem  rate 
established  by  this  Agreement;  (If  there  are  no  exceptions  stale  '.'None") 


The  Veterans  Administration  will  honor  billings  for  these  excepted  items  subject  to  a  maximum  average  of 
per  day. 

10.  It  is  understood  that  payments  made  by  the  Veterans  Administration  under  this  agreement  will  constitute 
the  total  cost  of  nursing  home  care.  The  nursing  home  agrees  that  no  additional  charges  will  be  billed  to  the 
veteran  or  his  family,  either  by  the  nursing  home  or  any  third  party  furnishing  services  or  supplies  required 
for  such  care. 

11.  The  nursing  home  warrants  that  all  applicable  fire  laws  are  being  complied  with  and  there  are  no  recom- 
mendations of  fire  officials  which  have  not  been  resolved. 

12.  The  nursing  home  further  warrants  that  no  person  or  selling  agency  has  been  employed  or  retained  to 
solicit  or  secure  this  agreement  for  a  commission,  percentage,  brokerage,  or  contingent  fee,  excepting  bona 
fide  employees  maintained  by  the  nursing  home  for  the  purpose  of  securing  business.  For  breach  or  violation 
of  this  warranty  the  Government  shall  have  the  right  to  annul  this  agreement  without  liability  or  in  its  discre- 
tion to  deduct  from  the  agreed  price  or  consideration,  or  otherwise  recover,  the  full  amount  of  such  com- 
mission, percentage,  brokerage,  or  contingent  fee. 

13.  The  nursing  home  agrees  to  provide  all  services  specified  in  this  agreement  for  any  person  determined 
eligible  by  the  Veterans  Administration  regardless  of  the  race,  creed,  color  or  national  origin  of  the  person 
for  whom  such  services  are  ordered.  In  addition  the  nursing  home  warrants  that  subcontracting  will  not  be 
resorted  to  as  a  means  of  complying  with  this  provision.  The  nursing  home  further  agrees  it  will  comply  with 
the  "nondiscrimination  in  employment"  clause  printed  on  VA  Form  07-2135,  attached  hereto  as  Appendix  "B" 
and  which  becomes  a  part  of  this  agreement. 

14.  This  agreement  shall  continue  in  effect  until  terminated  by  mutual  consent  or  until  terminated  by  either 
party  by  giving  written  notice  30  days  in  advance  of  the  proposed  termination  date.  In  the  event  of  such  termi- 
nation, the  nursing  home  agrees  to  continue  furnishing  nursing  home  care  to  the  VA  patients  remaining  in  the 
nursing  home  on  the  termination  date  for  a  reasonable  additional  period  of  time  necessaryfor  suitable  arrange- 
ments to  be  made  for  their  discharge  or  transfer  at  the  same  rates  and  under  the  same  conditions  provided  for 
in  this  agreement. 


By 


(Ollicial  Nome  ol  Nursing  Home) 


Date  Signed. 


The  nursing  home  is  of  good  standing  and  is  well  equipped  for  the  care  and  treatment  of  Veterans  Aclministra 
tion  patients. 

APPROVED: 


(Hospit.il  or  Clinic  Director) 


(Nursing  Hone  Identilicatiun  Number) 


Date. 
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APPENDIX  A 

MINIMUM  STANDARDS  FOR  NURSING  HOME  CARE  FOR  VETERANS  ADMINISTRATION  PATIENTS 

1.  A  nursing  home  is  defined  as  a  facility  or  unit  operated  for  the  accommodation  of  convalescents  or  other 
persons  who  are  not  acutely  ill  and  not  in  need  of  hospital  care  but  who  require  skilled  nursing  care  and  re- 
lated medical  services,  if  such  nursir.g  care  and  medical  services  are  prescribed  by,  or  are  performed  under 
the  general  direction  of.  persons  duly  licensed  to  provide  such  care. 

2.  Accreditation  as  a  skilled  nursing  home  by  the  Joint  Commission  on  Accreditation  of  Hospitals  shall  be 
prima  facie  evidence  of  compliance  with  VA  standards.  Other  nursir.g  homes  utilized  for  VA  patients  shall 
meet  the  following  standards: 

a.  The  facility  shall  be  licensed  or  approved  by  the  State  in  which  located  and  must  comply  with  local 
governmental  regulations. 

b.  One  level  of  care  for  VA  beneficiaries  shall  be  provided.  That  will  include:  (1)  skilled  nursing  home 
care  and  related  medical  services;  (2)  supportive  personal  care;  and  (3)  individual  adjustment  services  includ- 
ing social,  diversior.al,  recreational  and  spiritual  opportunities. 

c.  There  shall  be  provision  for  care  of  each  patient  by  a  duly  licensed  physician.  Such  care  shall  require 
visitation  by  the  physician  as  the  need  indicates  for  both  routine  and  emergent  care.  In  addition,  a  physician 
shall  advise  the  facility  on  general  matters  of  care  and  administration  where  pertinent  and  there  shall  be  evi- 
dence of  general  supervision  of  clinical  work  by  a  physician. 

d.  Laboratory,  X-ray  andother  diagnostic  services  shallbe  available  when  needed,  either  on  the  premises 
or  nearby. 

e.  A  medical  record  must  be  maintained  for  each  patient  which  includes  at  least: 

(1)  Admission-identification  record 

(2)  VA  Form  10-1204,  Referral  for  Community  Nursing  Home  Care. 

(3)  Admitting  evaluation  (including  diagnosis) 

(4)  Physician's  orders 

(5)  Progress  notes.  (The  notes  of  all  professional  services  may  be  written  chronologically  on  the 
same  sheet.  Physician's  notes  arc  written  as  the  case  warrants,  but  no  less  than  once  every 
two  months.  ) 

(6)  Special  reports  (laboratory,  X-ray,  activity,  etc.) 

(7)  Medications  and  treatments  giver. 

f.  The  nursing  service  shall  be  under  the  direct  supervision  of  a  registered  professional  nurse,  cur- 
rently licensed  to  practice  in  the  State.  This  requirement  will  be  considered  to  be  met  if  a  registered  profes- 
sional nurse  is  on  duty  40  hours  or  more  a  week  and  there  is  evidence  of  adequate  supervision  by  her  of  the 
overall  nursing  service.  There  shall  be  such  other  personnel  as  are  necessary  to  provide  adequate  care  of 
patients  24  hours  a  day. 

g.  Medications  and  narcotics  shall  be  properly  stored  and  controlled  and  proper  issuance  upon  orders 
frcm  physicians  shall  be  provided  for  and  recorded. 

h.  patients'  dietary  needs  shallbe  met  in  accordance  with  sound,  medical  practice  and  records  of  planned 
menus  shall  be  kept  for  one  month. 

i.  Acceptable  safety  and  sanitation  practices  shall  be  observed  throughout  the  facility.  Exterior  walls  of 
one  story  buildings  without  basements  shall  be  constructed  cither  entirely  of  noncombustible  materials  or  of  a 
combination  of  materials  (exterior  surfacing  must  be  noncombustible  material)  listed  by  local  or  state  codes  or 
the  national  building  code  as  having  a  fire  resistance  rating  of  at  least  one  hour.  Exterior  walls,  stairs  and 
st=  ir  enclosures  of  buildings  of  more  than  one  story  shall  be  constructed  entirely  of  noncombustible  materials. 
A  concrete  slab  shall  separate  ail  stories  and  the  upper  story  and  attic  of  buildings  of  more  than  one  story. 
(For  this- purpose  a  basement  is  considered  a  separate  story.)  Buildings  which  do  not  meet  the  above  construc- 
tion standards  may  be  approved  if  completely  protected  by  an  automatic  fire  sprinkler  system  approved  by  the 
authority  having  jurisdiction.  In  the  absence  of  such  an  authority,  a  certificate  by  the  installer  that  the  system 
protects  the  entire  structure  and  was  designed  and  installed  in  accordance  with  National  Fire  Protection  Asso- 
ciation Standard  No.  13,  Standard  for  the  Installation  ofSprinkler  Systems,  may  be  substituted  for  such  approval, 

j.  There  shall  be  a  cheerful,  homelike  atmosphere  in  which  full  attention  is  paid  to  diversional  and 
social  needs.    Every  effort  shall  be  mads  to  keep  patients  ambulatory. 


Statement  of  Labe  B.  Mell.  Member  of  Board  of  Directors.  Georgia 
Xursixg  Home  Association 

Gentlemen  : 

My  name  is  Labe  B.  MelL  I  am  president  of  Moody  Nursing  Home.  Incorpo- 
rated, a  proprietary  nursing  care  facility,  qualified  under  Titles  XVIII  and  XIX 
of  the  Social  Security  Act.  We  are  members  of  the  Georgia  and  American  Nurs- 
ing Home  Associations,  the  Georgia  Hospital  Association,  and  are  accredited  by 
the  Joint  Commission  on  Accreditation  of  Hospitals.  I  am  a  member  of  the  Board 
of  Directors  of  the  Georgia  Nursing  Home  Association.  Chairman  of  its  Legis- 
lative Liaison  Committee  and  of  its  Title  XVIII  Conference.  In  addition.  I  am  a 
Fellow  in  the  American  College  of  Xursing  Home  Administrators. 
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Prior  to  deciding  to  become  an  extended  care  facility  under  Medicare,  many 
individuals  in  the  nursing  home  field  had  serious  doubts  regarding  the  '"reason- 
able cost"  reimbursement  concept's  ability  to  provide  the  necessary  financing  for 
care  of  the  kind  of  patient  for  whom  coverage  was  intended.  It  took  the  reas- 
surance of  government  forces,  the  skeptical  advice  of  the  nursing  home  associa- 
tion leaders  and  others,  saying  that  (1)  nursing  homes  had  no  other  choice  and 
(2)  even  if  proprietary  providers  weren't  contemplated  in  the  act,  at  best  pro- 
prietary nursing  homes  would  break  even  and  not  lose  any  money,  before  in- 
dividuals made  the  decision  to  become  willing  participants  in  Medicare. 

Nursing  homes  throughout  the  country  were  furnished  a  manual  published 
by  the  Department  of  Health,  Education,  and  Welfare,  entitled  "Conditions  of 
Participation"  for  Extended  Care  Facilities.  This  document  contained  not  only 
the  standards  for  participation,  but  the  kinds  and  amounts  of  services  required 
for  certification  of  Medicare  facilities.  As  a  general  rule,  there  existed  no  ex- 
tended care  facilities  prior  to  January  1,  1967,  and  the  services  offered  by  exist- 
ing nursing  homes  were  limited  to  those  which  were  necessary  and  in  demand 
by  the  general  private  paying  public  and/or  according  to  services  contracted 
by  the  States'  public  assistance  agencies.  Such  contract  services  were  and  are 
limited  to  semi-private  accommodations,  meals  (including  special  diets),  general 
nursing  care  and  assistance  in  meeting  the  normal  daily  needs  when  such  assist- 
ance is  required.  When  a  patient's  physical  condition  became  such  that  the 
nursing  home  could  no  longer  provide  necessary  care,  specific  arrangements 
were  made  with  outside  sources  (according  to  degree  and  kinds  of  special 
services  needed)  or  the  patient  was  transferred  to  a  hospital. 

The  Conditions  of  Participation,  however,  required,  for  CERTIFICATION, 
that  in  addition  to  the  normal  services  being  provided  by  a  nursing  home,  it 
would  now  be  required  to  provide  : 

PHYSICIANS  to  serve  on  Utilization  Review  Committee;  MORE  NURSES 
to  administer  more  intensive  medical  services;  a  professional  DIETICIAN 
meeting  rigid  criteria  of  the  Social  Security  Administration:  THERAPISTS  of 
several  variety  to  consult  with  nursing  staffs  and  physicians  and  to  provide 
therapeutic  services  needed  to  return  Medicare  admissions  to  their  communities  : 
a  DENTAL  CONSULTANT  to  provide  regular  oral  examinations  and  to  provide 
dental  services;  a  PHARMACIST  to  assure  that  Medicare  drugs  were  stocked 
and  stored  properly;  a  qualified  MEDICAL  SOCIAL  WORKER  and  other  quali- 
fied personnel  to  provide  for  continuous  patient  activities  programs;  a  qualified 
MEDICAL  RECORDS  LIBRARIAN  to  maintain  records  in  accordance  with 
Medicare  requirements,  and  others. 

The  additional  personnel  and  material  meant  tremendous  added  costs  which 
were  thrust  upon  nursing  homes  in  order  that  they  could  qualify — not  because 
nursing  homes  envisaged  added  and  bigger  profits,  but  because  they  were 
required  by  the  Social  Security  Administration  for  Medicare  participation  and 
because  everything  published  at  that  time  assured  that  Medicare  was  going  to 
reimburse  the  REASONABLE  COSTS  of  such  services.  Nursing  homes  similarly 
were  assured  by  the  wording  of  the  law  itself  that,  just  as  Medicare  would 
not  pay  for  costs  of  other  patients,  other  patients  would  not  be  required  to 
bear  the  costs  of  Medicare  patients. 

During  this  same  period  of  time,  nursing  homes  received  another  publication 
from  HEW,  called  "Principles  of  Reimbursement  for  Provider  Costs".  This  book 
spelled  out  the  rules  of  the  game,  which  in  most  part  would  not  allow  sufficient 
profits  to  lend  incentive  to  provider  participation  or  to  encourage  prudent  pur- 
chasing, and  also  spelled  out  those  costs  which  would  be  reimbursed  and  those 
which  would  not.  Although  general  when  it  came  to  detailing  "Cost  Recovery" 
methods  (everything  dealt  with  Hospitals)  the  publication  led  most  accountants 
and  nursing  homes  to  one  of  several  conclusions  as  to  cost  recovery  :  conclusions 
which  were  to  be  short  lived,  as  we  will  see  later. 

Armed  with  the  aforementioned  publications  and  directions,  nursing  homes 
set  about  the  task  of  making  arrangements  to  provide  the  new  services  for  the 
new  Medicare  patient,  keeping  in  mind  that  this  patient  was  to  arrive  in  the 
facility  from  the  hospital  at  a  much  earlier  stage  of  the  medical  care  spectrum 
than  before.  Nursing  home  owners  began  to  talk  with  accountants  to  secure  expert 
financial  advice  in  areas  of  Cost  Accounting,  etc.,  and  to  develop  the  sophisticated 
methods  of  cost  identification  not  previously  required  for  the  operation  of  their 
businesses. 

Almost  to  a  man,  the  same  advice  was  offered,  namely  that  only  a  few  things 
could  occur,  all  dependent  upon  the  election  of  the  nursing  home  owner  as  to 
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how  lie  would  conduct  his  business  with  relationship  to  other  patients  being 
cared  for  in  his  facility.  The  alternatives  were:  (1)  DO  NOTHING.  Maintain 
good  accounting  records  for  income  tax  purposes,  apply  consistent  charges,  re- 
port on  the  Combination  Method  and  ALL  costs  (including  the  added  Medicare 
costs)  would  be  averaged  per  patient  day.  Such  advice,  however,  was  tempered 
with  the  warning  that  unless  every  patient  in  the  facility  (Medicare  and  non- 
Medicare  alike)  paid  the  exact  same  amount  without  regard  to  need  or  level  of 
care — the  facility  would  go  bankrupt.  This  advice,  of  course,  precluded  any  fa- 
cility which  at  that  time  provided  less  than  Medicare  levels  of  care  from  even 
contemplating  Medicare  participation. 

2.   CERTIFY  A  DISTINCT  PART  OF  THE  FACILITY  AS  AN  ECF 

Although  not  an  accounting  mechanism  geared  to  cope  with  the  intricacies 
of  Medicare,  by  certifying  only  an  estimated  number  of  beds  for  Medicare,  all 
costs  could  be  allocated  separately  and  reimbursement  easily  determined.  This 
involved,  however,  additional  costs  and  overlapping  services,  and  was  an  un- 
wise approach  to  the  prudent  nursing  home  businessman  ...  or  at  least  so 
he  thought.  A  quick  application  of  the  costs  involved  told  the  nursing  home 
owner  that  costs  thus  derived  would  preclude  the  private  paying  sector  from 
seeking  such  services,  that  government's  burden,  therefore,  would  be  too  great, 
and  that  it  just  wasn't  sound  business  ...  or  so  he  thought. 

3.  DEVELOP  AND  EMPLOY   SOPHISTICATED  ACCOUNTING  SYSTEMS 
SUGGESTED  BY  THE  PRINCIPLES  THEMSELVES 

In  most  instances  the  most  logical  and  prudent  advice  (which  has  since  proven 
fatal)  was  that  if  nursing  homes  were  not  inclined  to  carry  out  the  method  re- 
ferred to  above  a  sophisticated  charging  technique  had  to  be  developed  and  the 
RCC/AC  method  of  reporting  costs  employed.  RCC/AC  means  "Ratio  of  Charges 
to  Beneficiaries  to  Charges  to  All  Patients  Applied  to  Cost".  Thus,  the  higher 
(or  lower)  the  Medicare  Charges  in  relation  to  Total  Charges,  the  greater  or 
lesser  liability  Medicare  would  incur.  Such  charges  were  required  to  relate  to  the 
costs  of  providing  care  and  applied  consistently  according  to  diagnoses  and 
services  provided  with  regard  to  Medicare  coverage. 

There  could  be  two  approaches  in  identifying  costs  by  this  method.  The  first 
was  to  grade  charges  for  routine  services  overall,  and,  assuming  the  "new" 
kind  of  patient  would  generally  require  most  of  the  newly  added  services,  hope 
that  the  ratio  finally  allocates  the  added  costs  to  "that"  kind  of  patient.  This 
method,  if  the  provider  could  prove  by  exhaustive  study  and  demonstration, 
allows  the  recovery  of  a  good  measure  of  Medicare  costs.  Because  of  the  variety 
of  mixes  of  patients,  however,  some  facilities  would  do  better  than  others. 
An  overly  simple  example  would  be  to  take  two  patients  on  a  single  day  and 
apply  the  ratio  to  a  single  day's  costs.  Assume  a  charge  of  $20  per  day  for 
one,  not  post-hospital  but  senile  and  in  need  of  continuous  supervision  and 
care,  and  $25  for  the  other,  a  Medicare  patient  in  need  of  intensive  nursing 
services.  Then  let  us  assume  Total  Allowable  Cost  of  $45.  RCC/AC  so  applied 
would  result  in :  25  divided  by  45  or  25/45  of  $45  which  equals  $25.  If  charges 
were  equal,  and  costs  were  $45  RCC/AC  would  return  the  provider  20/40ths  of 
$45,  or  $22.50,  and  a  loss  of  $2.50  for  that  day's  operation.  Since  the  added  costs 
represent  NEW  MEDICARE  costs,  the  only  equitable  way  to  recover  them  was 
to  establish  a  charge/cost  basis  accordingly  or  lose  accordingly  that  part  of 
reasonable  cost. 

The  other  method,  and  probably  the  most  sensible,  involves  the  establishment 
of  the  cost  of  nursing  services  (and  related  services)  as  a  "Cost  Center"  separate 
from  "Routine  Services."  Since  the  range  of  services  required  by  admissions 
varied  from  nil  to  very  intensive,  charges  added  to  routine  charges  and  applied 
to  cost  on  a  consistent  basis  and  according  to  some  real  method  of  classification 
comes  closer  to  identifying  costs  to  those  utilizing  additional  services.  It  would 
seem  this  was  one  of  the  "sophisticated  methods"  alluded  to  by  Social  Security 
in  mentioning  other  methods  which  could  be  employed  to  appropriately  identify 
cost. 

For  one  thing,  "breaking  out"  the  only  real  "variable"  service  and  assessing 
corresponding  charges  identifies  costs  applicable  to  varying  levels  of  care,  and 
lends  itself  to  good  sound  administration  on  the  part  of  facilities  in  admitting 
patients  and  properly  establishing  rates  ON  ADMISSION  and  leaves  to  a  mini- 
mum the  question  as  to  what  costs  SHOULD  have  gone  where  at  the  end  of 
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the  year.  The  more  competent  ECFs  utilized  this  method  in  the  beginning  and 
assumed  that  on  the  basis  of  ''sound  management"  and  "prudent  spending"  their 
costs  would  be  reimbursed. 

In  any  event,  the  mechanics  were  put  in  motion ;  accounts  set  up,  services 
arranged  for,  and,  on  January  1,  1967,  the  program  began  for  Extended  Care 
Facilities — a  new  concept  envisioned  and  created  by  Congress. 

Fiscal  intermediaries  were  submitted  cost  pro  fornias  and  interim  rates  of 
reimbursement  were  approved  and  employed  based  on  one  of  the  above  men- 
tioned methods.  Initial  agreements  generally  were  made  orally,  and  even  by 
telephone,  assuming  that  the  rates  to  be  paid  were  acceptable.  From  time  to 
time,  generally  quarterly,  ECFs  submitted  amended  cost  reports  reflecting  the 
need  for  either  increasing  or  reducing  their  Medicare  rates.  ECFs  still  supposed 
that  everything  was  all  right. 

Then  the  picture  began  to  change.  Letter  after  letter  was  issued  by  the  Social 
Security  Administration  rescinding,  modifying  or  otherwise  altering  the  prin- 
ciples of  reimbursement  as  originally  issued,  all  aimed  at  reducing  the  program's 
liability  and  negating  the  U.S.  Government's  promise  to  pay — all  under  the  guise 
of  the  Secretary's  responsibility  and  authority  to  "develop"  and  "determine" 
the  regulations  dictated  by  the  term  'reasonable."  Reasonable  cost,  as  explained 
to  the  Congress  and  to  nursing  homes,  had  suddenly  become  unreasonable.  It 
since  has  proven  detrimental  in  every  aspect  of  the  word. 

One  of  the  most  radical  departures  from  the  Social  Security  Administration's 
and  Government's  "promise  to  pay"  was  the  Bureau  of  Health  Insurance  Inter- 
mediary Letter  No.  323,  dated  April  of  1968.  Subject:  Cost  Finding  in  ECFs— 
Costs  of  Routine  Services.  Some  sixteen  months  after  ECFs  began  operations 
in  Medicare,  SSA  took  it  upon  itself  to  write  guidelines  and  regulations,  which 
should  have  existed,  if  the  end  result  was  intended,  prior  to  the  first  contract 
being  signed  by  an  ECF  with  SSA.  The  letter  outlined  in  no  uncertain  terms, 
the  dictatorial  position  of  SSA  that  intermediaries  were  to  consider  ALL  nurs- 
ing services  as  routine,  and  rescinded  retroactively,  the  most  proper  method  of 
allocating  ADDED  nursing  homes  Medicare  costs.  Also,  if  nursing  homes  had 
not  properly  second-guessed  the  Bureau  of  Health  Insurance,  the  secondary 
method  of  RCC/AC,  previously  discussed,  also  was  not  allowable.  The  result  was 
that,  for  hundreds  of  ECFs,  the  added  cost  which  SSA  had  promised  to  pay  had 
to  be  averaged  out  to  all  patients,  regardless  of  need,  election  of  service  or  what- 
ever. Almost  everyone  in  the  business  has  ended  up  with  a  lower  average  Medi- 
care reimbursement  per  diem  as  compared  to  per  diem  costs  for  non-Medicare 
patients,  in  spite  of  the  additional  care  required  by  Medicare's  beneficiaries.  If 
a  nursing  home  had  only  25%  of  its  patients  as  Medicare,  somewhere  75%  of 
those  added  costs  had  to  be  recovered,  or  else,  as  usually  was  the  case,  they  were 
gone  forever. 

For  instance,  assuming  added  Medicare  costs  of  $100,000  (above  normal  costs) 
in  1967  and  a  Medicare  patient  load  of  25%.  if  costs  were  averaged  out.  a  facility 
HAD  to  Lose  $75,000.  The  net  effect  is  not  hard  to  imagine. 

Providers  were  not  notified  by  the  Social  Security  Administration  of  Letter 
No.  323.  Fiscal  intermediaries  were  given  it  as  instruction  in  determining  final 
settlements  for  1967  and  1968.  The  scant  allowance  it  made  for  "beefing  up" 
routine  charges  to  account  for  some  of  the  additional  costs  were  limited  to  years 
1967  and  1968.  Yet  it  was  in  late  1968  and  early  1969  when  the  brunt  of  #323 
was  felt  by  nursing  homes.  One  can  only  imagine  the  sensation  of  being  advised 
that  "you  owe  SSA  $75,000"  for  1967  when  one  expected  to  hear  "SSA  owes  you 
$2,000."  To  detail  the  provisions  of  BHI  Letter  No.  323.  the  following  analysis  is 
given  for  your  consideration  as  to  its  intent : 

Although  the  body  of  the  letter  recognized  varying  levels  of  care  in  existing 
nursing  homes  (ECFs) ,  it : 

1.  Disallowed  allocating  costs  for  nursing  services  on  a  sophisticated  "separate 
cost  center"  basis. 

2.  Made  direct  cost  allocations  for  Medicare  services  not  allowable. 

3.  Eliminated  what  beneficial  cost  allowance  had  existed  as  of  Jan.  1,  1969. 

4.  Applied  retroactively  without  notice,  and  after  the  fact. 

Almost  single-handedly,  this  arbitrary  decision  has  broken  the  back  of  the 
nursing  home  industry,  has  broken  Congress'  promise  to  pay,  and  it  has  caused 
a  breakdown  if  not  total  loss  of  faith  on  the  part  of  the  industry  with  the  U.S. 
Government.  It  is  our  opinion  that  such  a  travesty  should  not  go  unchallenged  by 
this  Congress.  State  Associations  already  have  voiced  their  intentions  to  advise 
their  memberships  of  the  impossibility  of  living  with  Medicare  any  longer.  Some- 
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one  can  and  must  re-establish  faith  with  our  industry — or  there  will  soon  be  no 
E'OF's  to  provide  the  care  that  the  Congress  says  it  needs  and  wants  to  provide. 
Today,  we  can't  even  get  the  SSA  to  agree  that  the  full  "reasonable  cost"  of 
utilization  review  should  be  paid  for  by  Medicare  ;  that  the  full  "reasonable  cost" 
of  preparing  the  exhaustive  Medicare  cost  report  (generally  estimated  at  upwards 
of  $2,000)  is  to  be  paid,  or  that  any  of  these  costs  or  the  increased  medical  and/or 
nursing  costs  should  not  be  averaged. 

Since  there  is  no  provision  for  appeal  on  the  part  of  providers,  we  would  like 
to  use  this  statement  as  an  appeal  to  you  and  the  members  of  Congress  to  lend 
a  responsible  and  concerned  ear  to  the  problems  that  have  beset  an  industry.  As 
you  no  doubt  have  heard,  we  have  many  other  problems,  but  this  is  one  which 
has  unjustly  penalized  those  who  strived  greatly  to  provide  the  care  we  thought 
would  be  paid  for. 

The  Social  Security  Administration  has  not  been  concerned  with  accuracy  of 
cost  determination.  Rather,  SSA  has  sought  to  devise  regulations  and  to  extend 
pressures  on  auditors  to  reduce  government's  costs  on  a  basis  which  is  handily 
explained  away  as  ".  .  .  your  charges  aren't  supported  by  proper  costs"  (even 
though  'you'  are  still  trying  to  establish  cost)  and  ".  .  .  not  in  keeping  with  the 
average  cost  throughout  the  state"  and  such  similar  phrases  which  do  nothing 
but  "pass  the  buck".  Even  the  most  sophisticated  and  accurate  method  put  forth 
to  identify  cost  would  not  be  acceptable  to  the  Social  Security  Administration 
in  these  instances.  In  fact,  regulations  have  been  written  to  satisfy  unfounded 
suspicion  based  on  no  more  real  fact  than  who  is  going  to  "get  took"  first.  The 
conscious  attitude  exists  at  SSA  that  "we  must  close  up  this  artery  and  that 
artery,  and  that  one,  so  that  we  can't  be  criticized  for  paying  more  than  'Reason- 
able Cost',"  (whatever  that  is). 

What  about  LESS?  Wherein  does  Sin  lie?  Is  it  not  just  as  important  to 
attempt  to  identify  costs  rather  than  to  hide  them  or  refuse  to  pay  because 
you  didn't  know  what  they  were  going  to  be?  Where  are  the  good  intentions 
that  were  so  prevalent  in  1966  and  1967  ?  What  possible  effect  will  result  besides 
one  of  taking  away  benefits  promised  our  elderly  citizenry?  We  do  not  get 
answers  from  SSA.  We  get  shrugged  shoulders,  nodding  heads,  looks  of  frustra- 
tion and  words  of  condolence.  There  must  be  some  changes,  and  they  must  come 
quickly,  or  hospitals  will  find  themselves  crammed  and  SSA  will  be  paying  bills 
needlessly— not  because  we  don't  want  to  fulfill  our  role,  but  because  we  have 
been  ham  strung  in  trying  to  fulfill  it.  Notwithstanding  the  ridiculous  arbitrary 
decisions  made  retroactively,  which  should  and  must  be  cleared  up,  Letter  No. 
323  must  be  rescinded  and  rescinded  now. 

More  regulations  and  continuous  dialogue  between  government  and  the  indus- 
try is  not  the  answer.  Some  method  must  be  devised  so  that  each  year  govern- 
ment knows  how  much  its  obligation  is  to  every  ECF.  Participating  ECF's 
must  be  advised  of  such  obligation  on  a  per  day  rate  basis,  and  questions  must 
be  answered  prior  to  providing  or  receiving  services.  Whatever  limits  there  are 
to  be  on  government's  obligation  should  be  made  known  (and  there  must  be 
limits).  Such  reimbursement  should  be  contemplated  on  the  basis  of  the  "reason- 
able value"  of  such  services  to  the  program.  Loopholes  should  be  closed,  and  those 
who  defraud  the  taxpayer  must  pay  the  criminal  penalty  for  their  criminal  acts. 
We  can  no  longer  live  with  regulations  meant  to  stop  abusers  but  which  stifle 
our  industry's  ability  to  provide  the  care  desired  and  promised  the  Nation. 

Mr.  Pickens.  Mr.  Chairman,  our  last  witness  is  Mr.  Idzik  from 
Wisconsin,  and  his  statement  is  much  shorter  than  the  others. 
The  Chairman.  Mr.  Idzik. 

STATEMENT  OF  DONALD  IDZIK,  PRESIDENT-ELECT,  WISCONSIN 
NURSING  HOME  ASSOCIATION 

Mr.  Idzik.  Thank  you,  gentlemen. 

My  name  is  Donald  Idzik.  For  the  past  8  years  I  have  acted  as  presi- 
dent and  administrator  of  Grancare  Nursing  Centers  in  Wisconsin, 
operating  a  75-bed  facility  in  Green  Bay  and  a  60-bed  facility  in  Fond 
du  Lac. 
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I  am  president-elect  of  the  Wisconsin  Nursing  Home  Association,  a 
member  of  the  State  Nursing  Home  Advisory  Council,  and  a  member 
of  the  Joint  Education  Committee,  composed  of  representatives  of 
(all  institutional  and  professional  providers  of  health  services  in 
Wisconsin. 

In  addition,  I  am  a  fellow  in  the  American  College  of  Nursing  Home 
Administrators  and  chairman  of  the  Wisconsin  chapter  of  the  college. 
One  of  the  facilities  which  I  administer  was  a  "charter  member"  of 
the  medicare  extended-care  program  in  1967.  However,  we  were  forced 
to  decertify  in  mid-1968,  when  after  18  months  of  providing  extended- 
care  benefits  under  medicare,  my  first  audit  revealed  I  could  not  longer 
efficiently  and  responsibly  administer  it  and  provide  benefits  under  the 
law  and  regulations. 

It  is  difficult  enough  for  a  provider  of  health-care  services  in  today's 
world  to  establish  a  pro  forma  of  operations  a  year  in  advance  even 
with  fixed  rates  known  and  expectations  of  utilization  fairly  certain. 
However,  it  is  absolutely  impossible  under  medicare  ground  rules  to 
determine  financial  operations  based  on  estimates  of  what  social  se- 
curity may  approve  as  "reasonable,"  or  disapprove.  However,  this  com- 
mittee has  already  listened  to  our  industry's  problems  inherent  in 
medicare,  and  I  am  not  here  to  further  expound  in  that  regard. 

Rather,  I  would  like  to  propose  that  the  Congress  take  into  consid- 
eration a  proposal  which  I  feel  more  adequately  provides  for  the  financ- 
ing of  extended-care  benefits  in  this  Nation's  nursing  homes.  Because 
of  the  many  problems  already  made  known,  it  appears  obvious  the  rea- 
sonable-cost method  does  not  satisfy  either  the  Government  or  the  pro- 
vider-extended-care facility,  nor  the  beneficiary.  A  direction  we  think 
should  be  taken  involves  establishing  a  payment  method  based  on  rea- 
sonable charges  subject  to  negotiations,  based  on  fixed  and  operating 
expenses,  and  incorporating  reasonable  limits  on  both  routine  and 
ancillary  services.  I  will  not  attempt  to  go  into  the  details  of  this 
specific  proposal.  However,  a  more  detailed  explanation  is  submitted 
for  your  consideration. 

The  basic  philosophy  embodied  in  our  proposal  dictates  that  pro- 
vider ECF's  will  submit  in  advance  a  rate  return,  which  upon  approval 
by  either  the  Social  Security  Administration  or  the  fiscal  intermediary, 
will  establish  the  limits  of  charges  which  a  facility  will  be  paid  under 
the  medicare  program.  The  proposal  takes  into  account  the  real  value 
of  extended  care  services  and  does  not  underwrite  costs  which  may  or 
may  not  be  necessary. 

There  are  basic  limitations  embodied  which  eliminates  excessive 
costs  and  the  worry  that  those  who  would  abuse  the  program  could 
continue  to  do  so  under  the  legal  limits  of  the  law. 

Quite  simply,  we  propose  that  reasonable  charges  be  the  primary 
consideration  for  payment.  Those  charges,  however,  will  be  limited  to 
a  per  diem  rate  computed  on  the  basis  of  both  fixed  and  operating  ex- 
penses, as  already  stated. 

In  any  event,  any  legal  rate  would  be  limited  to  an  average  percentile 
of  rates  which  exist  within  corresponding  classifications  for  similar 
facilities  offering  similar  services.  There  is  a  provision  for  inclusion 
of  increased  expenses  in  the  rate  based  on  prior  year's  operation  and 
a  retroactive  adjustment  mechanism  which  precludes  overspending 
or  imprudent  purchasing. 
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Additionally,  the  method  builds  in  incentives  to  maintain  prudent 
buying  practices  and  to  compete  within  the  market  of  providers.  The 
departure  from  cost  concepts  involves  necessarily  a  separation  of  ex- 
penses, fixed  and  variable.  Fixed  expenses — land,  building,  and  equip- 
ment— are  determined  on  a  value  basis  and  operating  expenses  on  a 
cost  basis.  We  are  the  first  to  admit  that  this  concept  is  not  yet  ready 
for  implementation.  However,  the  philosophy  and  approach  is  ad- 
vanced for  your  consideration  and  suggested  as  an  acceptable  alterna- 
tive to  the  present  concept  of  reasonable-cost  reimbursement. 

We  have  experimented  with  a  similar  approach  in  Wisconsin  since 
early  this  year.  With  the  cooperation  of  the  Department  of  Health, 
we  applied  our  unit-of-service  formula  to  a  large  segment  of  title 
XIX  providers.  This  formula  simply  applies  a  value  to  the  various 
services  required  for  the  title  XIX  patient.  It  even  takes  into  consid- 
eration the  patient's  needs.  The  formula  complies  with  the  reasonable- 
charge  concept  written  into  Wisconsin's  statute.  It  has  already 
demonstrated  remarkable  effectiveness  in  cutting  down  excessive  rates 
of  those  providers  who  were  trying  to  justify  them  on  the  basis  of  costs. 

The  American  Nursing  Home  Association  has  already  spent  con- 
siderable time  and  effort  in  developing  this  approach.  I  understand 
that  the  mechanics  of  operation  are  in  the  process  of  development  and 
that  several  discussions  with  the  Social  Security  Administration  have 
taken  place  regarding  determining  its  acceptability  to  the  Govern- 
ment and  provider.  I  feel  that  a  decision  to  take  this  direction  in  pay- 
ing for  extended-care  benefits  in  the  Xation's  nursing  homes  will  prove 
the  utmost  advantage  to  the  taxpayer,  and  to  SSA  in  administration, 
and  still  be  fair  to  the  provider  and  finance  the  kind  of  quality  health 
care  that  Congress  intends  and  demands. 

Thank  you  very  much  for  this  opportunity. 

( The  document  follows  : ) 

Addendum  to  Statement  of  Donald  Idzik 

Following  is  an  explanation  of  the  attached  form  proposed  to  determine  an 
annual  allowable  rate  for  routine  extended  care  services,  based  on  operating- 
expenses  for  providing  such  care  for  a  twelve  month  period.  The  method  fulfills 
reasonable  intents  to  purchase  care  in  relationship  to  the  cost  of  care;  it  has 
certain  factors  built  into  it  which  serve  to  lend  incentives  to  maintain  or  reduce 
the  rate  of  increasing  costs,  rewards  the  efficient  economic  provider  and  punishes 
the  inefficient.  It  will  allow  the  former  to  succeed  in  business  and  the  latter  to 
fail.  It  should  be  understood  that  the  method  needs  further  refinement  and  basic 
or  integral  changes  will  be  added  as  necessary. 

However,  for  the  purpose  of  explanation  of  the  main  principles,  the  following 
subjects  are  discussed : 

I.  Negotiation  Process  (Corres.  Cost  Class  Areas) 

II.  Separation  of  Variable  (Xon-fixed  and  Non-variable)  (fixed)  costs 

III.  Rate  Basis  for  Non-variable  (fixed)  costs 

IV.  Rate  Basis  for  Variable  (non-fixed)  costs 

V.  Limitations  of  Allowable  Rates 

I.  In  order  to  effect  an  agreement  between  provider  and  government  an  ECF 
would  report  annually  certain  costs  of  the  previous  year's  operation.  The  re- 
porting form  would  prescribe  the  actual  rate  for  which  government  would  pay  a 
facility  for  semi-private  accommodations  per  day  for  the  following  twelve 
months.  The  provider  ECF's  CPA  would  certify  to  the  correctness  of  the  rate 
return,  and  submit  same  as  a  request  of  the  fiscal  intermediary  to  authorize 
that  rate.  The  fiscal  intermediary  would,  on  receipt  of  the  return,  check  for 
accuracy,  and  test  for  similarity  with  similar  facilities  in  the  same  area.  Where 
the  rate  reported  appears  out  of  line,  certain  considerations  would  have  to  be 
made  to  verify  and/or  allow  the  rate.  The  intermediary  would  question  irregu- 
larities and  negotiate  differences,  in  order  to  serve  the  purpose  of  both  govern- 
ment and  provider.  When  the  fiscal  intermediary  could  not  do  so,  contractual 
relations  would  not  exist. 
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Audits  and  retroactive  adjustments  would  not  be  a  factor  in  this  process. 
However,  it  is  contemplated  that  BHI  would  recall  a  certain  percentage  each 
year  (those  which  appear  on  the  surface  to  be  in  error)  and  subject  them  to  a 
complete  government  audit.  Errors  would  be  corrected  and  applied  retroactively 
with  the  same  interest  penalties  applied  by  Internal  Revenue  Service.  Fraudulent 
returns  would  make  guilty  providers  subject  to  a  maximum  government  fines 
and  prison  sentences.  All  of  this  part  of  the  method  would  or  could  be  along  the 
same  guidelines  and  methods  and  procedures  prevailing  under  Internal  Revenue 
Service  codes. 

II  &  HI.  To  effect  a  rate  system  based  on  costs  which  have  appropriate  in- 
centives, it  is  necessary  to  separate  fixed  costs  from  variable  costs.  The  first 
part  of  this  particular  rate  system  is  to  recognize  fixed  costs  as :  LAND,  BUILD- 
ING &  EQUIPMENT.  The  rate  value  for  this  factor  is  determined  by  adjusting 
historical  cost  by  housing  components  of  the  Consumer  Price  Index.  In  other 
words,  land  and  building  historical  cost,  as  of  date  of  acquisition  for  construc- 
tion, each  year  is  adjusted  by  consumer  price  index  component  "Shelter,"  to 
establish  current  value.  Equipment  acquisition  cost  is  adjusted  by  Consumer 
Price  Index  "Household  Durables"  component  index.  The  annual  rate  factor, 
based  on  the  above  values  would  be  15%  of  the  determined  value  of  fixed  assets, 
in  lieu  of  depreciation,  interest,  insurance  and  taxes.  This  provides  a  reasonable 
basis  for  establishing  the  reimbursable  expense  for  utilization  of  plant  and 
equipment.  The  actual  return  from  this  factor,  of  course,  would  be  dependent 
on  efficiency  of  owners  in  attracting  sufficient  patient  flows  to  net  out  over  the 
break-even  point,  since  only  80%  of  available  beds  would  be  given  consideration. 
In  other  words,  facilities  would  have  to  maintain  80%  occupancy  to  obtain  full 
value  of  computed  rate. 

IV.  Variable  Costs.  The  other  factor  in  computing  the  prescribed  rate  deals 
with  those  expenses  which  relate  to  operations  in  providing  services.  Over  and 
beyond  the  same  limitation  on  vacant  beds  which  we  applied  to  nonvariable 
costs,  there  are  two  added  sub-factors  which  will  lead  incentives  to  operate 
efficiently  yet  economically.  There  is  additionally  an  allowance  for  "owner's 
compensation".  Owner's  compensation  remains  a  problem.  However,  if  it  is  de- 
termined to  be  a  necessary  factor,  it  should  be  tied  to  a  definite  formula  related 
somehow  to  overall  plant/operation  identification. 

The  two  features  (above)  which  we  related  to,  are:  (1)  factor  for  business 
cost  increases  and  (2)  factor  for  economic  incentive. 

Regarding  the  first,  the  "rate  of  rise"  is  estimated.  Rate  of  rise  is  the  percent 
of  variable  costs  which  increases  from  year  to  year.  The  estimate  is  adjusted 
every  year  to  maintain  accuracy  and  to  deter  profiteers,  in  that  estimates  are 
limited  to  previous  year  expenses  unless  documentation  assures  otherwise.  Over 
estimates  are  deducted  from  next  year's  rate.  Under  estimates  are  added  back. 

The  other  factor  compliments  the  former  and  adds  incentive  to  control  costs. 
First,  each  facility  is  classified  into  a  corresponding  cost  area,  pre-determined  by 
the  fiscal  intermediary.  This  could  be  a«  involved  as  you  want  it,  however,  we 
for  simplicity  are  advancing  these:  (1)  State  Average  (2)  Region  Average  (3) 
Metropolitan  Average.  (These  classifications  would  be  determined  based  on  cost 
expense  in  1967, 1968, 1969,  etc. 

After  variable  expenses  have  been  determined,  the  ECF's  "rate  of  rise"  is 
established.  The  economy  incentive  factor  is  fairly  self  explanatory  as  outlined 
on  the  rate  form.  In  effect,  facilities  maintaining  consistent  normal  rates  of  in- 
creased expenses  are  rewarded  by  1%%  of  variable  operating  expenses.  Facili- 
ties exceeding  normal  rates  of  rise  are  penalized  by  %  of  the  differential  over 
2%.  Finally,  facilities  with  rate  of  rise  below  2%  of  average  are  rewarded  by 
one-half  such  differential  in  addition  to  their  consistent  factor  of  l1/£%. 

The  next  consideration  is  the  test  of  comparability  of  "most  prevalent  semi- 
private  rate",  since  the  allowable  rate  is  so  limited.  The  previous  years  XVIII 
rate  is  polled  with  the  other  rates  within  the  facility  and  most  prevalent  rate 
determined.  The  two  factors  discussed  are  added,  adjusting  the  rate  of  current 
need.  This  adjustment  determines  the  limitation.  If  the  computed  rate  (hereto- 
fore discussed)  is  less,  the  computed  rate  applies;  if  it  is  more,  the  last  "most 
prevalent"  rate  applies.  However,  to  establish  the  maximum  allowable  rate,  75% 
of  the  classification  area's  upper  mean  is  used. 

Following  are  examples  of  limitations  on  annual  rates  : 


Computed 
rate 

Adjusted  most 
previous  rate 

Maximum 
rate 

Facility  X  

Facility  Y  

Facility  Z  

   $15.00 

  17.00 

  30. 00 

$17.  00 
16.  00 
26.  00 

$24.  00 
24.00 
24.  00 
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Annual  allowed  rate  for  facility  X  would  be  $15.00 ;  for  facility  Y  $16.00  and 
for  facility  Z  $24.00. 

This  provides  the  final  test  for  the  purpose  of  arriving  at  the  annual  rate,  and 
fulfills  the  purpose  of  the  form. 

The  rate  so  determined  may  not  be  supplemented  or  exceeded  by  other  pay- 
ments by  patient  except  for  noncovered  services  (private  room,  telephone,  TV, 
etc. )  or  for  ancillary  services. 

Ancillary  services  are  contemplated  based  either  on  90  percent  of  scheduled 
charges  or  RCC/AC  (at  provider's  option) ,  limited,  however,  to  total  of  20  percent 
of  routine  charges. 


ANNUAL  R/.TF,  ALLOWANCE 


Name  of  Facility  _    _  Bill  . % 


Owner  (s) 


Addrcss_  

(If  Corporation,   list  officers,  major  shareholders-,  etc.) 


Total  Beds   19 G 8  Total  Patient  Days 

1968  Total  XVIII  Days 
19  6  8  Total  XIX  Days 
19  68  Total  Other  Days 
196  8  Avera'ge  Occupancy 


Classif icati  on : 


1969  Allowable  Occupancy  8  0% 


a.     Computed  rate  and  adjusted  most  prevalent  rate  limited  to 
$   (Limited  to  75*:,  classification  upper  mean) 

Region  _  State  _  _  Metropolitan  ...  _  (If  rate 

classif icati on  region  request ,   attached  supportive  documentation) 

1968  Approved  Rate  $  (XVIII) 

1968  Average  Semi- 
Private  Rate  $   (XIX) 

19  6  8  Aver  cage  Somir 

Private  Rate  $   _  (Private  or  Other) 

Most  Prevalent  Semi -Private  Rate  $  

(See  below  for  computation  of  rate) 

Adjusted  Net  Utilization  of  Plant  and  Equipment  Factor  $  

(See  Line  6,   Page.  2) 

Adjusted  Net  Operating  E:-:penso  Factor  Per  Day  $  

(See  Line  12,   Page  A) 

Computed  Rate  for  19  69  $ 


RATE  ALLOWED : 

 19_69  (do  not  enter  $) 

Computation  of  Statistical  or  Pertinent  Data: 
Average  Semi-Private  Rate  $_ 

Add  Rate  of  Rise 

Subtract:  Est.   Factor  $_ 

Add  Profit  &  Loss  Sharing 

Subtract:  Incentive  Factor  $_ 

Most  Prevalent  Rate    (Allowable)  $ 
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UTILIZATION  OF  PLANT  AMD  EQUIPMENT 
(Historical  Cost  Adjusted  by  Annual  CPI  Index) 


(1)  Land    (acq._   19_  _)  $  

a.  CPI    (Metr.  Area).   Index/Shelter   % 

b.  Adjusted  Land  Value  $ 

(2)  Building    (acq.  19  )  $  

a.  CPI    (Metr.  Area)   Index/Shelter   % 

b.  Adjusted  Building  Value  $ 

(3)  Equipment   (acq.  19  )       .  $  

a.  CPI    (Metr.  Area)   Index/UK  Durables   % 

b.  Adjusted  Equipment  Value  $ 

(4)  Adjusted  Land,  Building,  Equipment  § 

(5)  Rate  Factor   (Gross)  : 

15%  x  Line   (4)  $ 


(6)     Adjusted  Net  Rate  Factor: 

80%  certified  bed  capacity 
divided  into  line  (5)'. 
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(7) 


o: 


do: 


IIOUS' 


Department  Expense 
heel  Schedule) 


Other  Expenses 

(See  Attached  Schedule) 

SUB-TOTAL 

Rate  of  Rise  %    (est.)   for  1369 


(a) 
(b) 


Actual  Rate  of  Rise  for  1968_ 

Estimate  Rate  of  Rise  for 
19G8 


(Differential 
Under) 


Over  or 


Subtract  Rate  of  Rise 
Over-statement  for  1968 

Add  Rate  of  Rise 
Under-statement  for  196S 

(a)     Adjusted  rate  of  rise 
'for  1969 


(b) 


Sub-Total 


OPERATING  EXPENSE  FACTORS' 

(Exclude  interest  and  depreciation  on  land,  bill  1  cling"  snd  equipment 

mortgage 

(1) 
(2) 
(3) 
(4) 
(5) 
(6) 


Owners  Compensation 

(See  Attached  Schedule )# 

Administrative  Expenses 
(See  Attached  Schedule) 

Nursing  Services  Department  Expense 
(See  Attached  Schedule) 

Dietary  Department  Expense 
(See  Attached  Schedule) 


Economy  Incentive  Factor 

(Enter  aijpropriate  percentile  according  to  applicable  section, 
a,b,c,d,) 


(a) 


(b) 


Facilities  with  rate  of  rise  within  1/2%  of  classif icatioi 
averaae,  enter  here  1  1/2%  of  operating  expense. 

%  $ 


Facilities  with  rate  of  rise  within  1%  of  classification 
average,  enter  here  1/2%  of  operating  expense. 

%         •  $ 


(c)     Facilities  with  rate  of  rise  over  1%  of  classification 
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(c)  cont. 

average,  enter  here  ittinum  50%  of  differential  over  1% . 

%  $ 


(d)   Facilities  with  rate  of  rise  under  1%  of  classification 
average,   enter  here,"  1  1/2%  plus- 50%  of  differential 
of  operation  expenses.  %  $ 


(11)  Adjusted  operating  expense  factor 

(12)  Adjusted  Net  Rate  Factor: 

80%  certified  bed  capacity 
divided  into  line  (11) 


The  Chairman.  We  thank  all  of  you  for  bringing  to  us  your  testi- 
mony in  behalf  of  the  American  Nursing  Home  Association. 
Are  there  any  questions  of  the  group  ? 
Mr.  Byrnes.  Mr.  Chairman. 
The  Chairman.  Mr.  Byrnes. 

Mr.  Byrnes.  Let  me  just  ask  this  question:  How  many  extended- 
care  facilities  are  there  now  that  are  qualified  and  operate  under  the 
medicare  program  ? 

Mr.  Pickens.  Slightly  less  than  5,000,  sir. 

Mr.  Byrnes.  How  many  were  operating  for  a  while  at  least  as  recog- 
nized extended-care  facilities  under  medicare  but  then  discontinued 
their  qualification  ? 

Mr.  Pickens.  This  is  difficult  to  determine  at  the  time  because  the 
dropout  in  the  program,  I  would  say,  has  accelerated  in  the  last  2  or 
3  months;  now,  several  homes  in  Iowa,  several  homes  in  Georgia.  It 
is  pretty  much  on  a  State-by-State  basis,  and  we  don't  have  that  in- 
formation, and  we  haven't  gotten  it  from  HEW,  but  they  are  dropping 
out  much  more  rapidly  in  some  States  than  in  others. 

Mr.  Mell.  May  I  add  that  many  homes,  specifically  speaking  of 
Georgia,  are  remaining  qualified  as  ECF's  but  are  not  admitting 
medicare  patients  except  under  dire  need  and  pressures. 

Mr.  Pickens.  This  is  the  reason  we  can't  give  you  the  figure  because 
they  still  maintain  their  eligibility,  but  they  are  either  phasing  out 
the  number  of  patients  they  are  taking  or  they  have  stopped  taking 
new  patients. 

Mr.  Byrnes.  Do  we  have  any  figures  at  all  on  this  ? 

Mr.  Pickens.  We  can  get  it  on  a  State-by-State  basis.  I  would 
imagine  that  HEW  could  obtain  it  from  the  fiscal  intermediary  much 
more  readily  than  we  can  because  we  have  asked  intermediaries  in  the 
past  for  such  figures,  and  they  tell  us  this  is  restricted  information,  so 
we  are  pretty  much  precluded  from  getting  these  statistics  except  from 
our  own  members. 

Mr.  Mell.  In  July  of  1969  the  Georgia  Nursing  Home  Association 
just  prior  to  a  board  meeting  did  a  statewide  survey  of  every  one  of 
our  facilities,  found  out  that  at  that  particular  day  there  were  over 
5,000  beds  in  the  State  certified  for  ECF's.  But  only  717  Medicare 
patients  in  those  beds,  of  which,  as  nearly  as  I  can  recall,  approximate- 
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ly  six  homes  in  the  State  had  over  50  percent  of  the  medicare  patients 
at  that  particular  time. 

Mr.  Byrnes.  Well,  was  it  that  they  just  didn't  want  medicare 
patients? 

Mr.  Mell.  I  cannot  speak  for  all  of  them,  obviously,  sir.  The  Geor- 
gia Nursing  Home  association  members  that  I  have  talked  to  are 
not  happy  with  the  program.  Many  more  homes  that  would  have 
qualified  in  Georgia,  from  people  I  have  talked  to,  did  not  qualify  in 
the  beginning  nor  since  because  the  regulations  were  such  that  they 
did  not  feel  they  could. 

Mr.  Byrnes.  You  present  a  situation  that  certainly  shows  a  great 
problem.  And  as  you  present  it,  it  is  the  home  itself  that  has  the 
burden,  for  instance,  on  the  retroactive  disallowance  and  disallow- 
ance of  any  costs  and  so  forth.  You  paint  a  picture  of  frustration  as 
far  as  the  administrator  or  the  operator  of  these  homes  is  concerned. 
I  wonder  the  degree  to  which  they  are  dropping  out  of  medicare  cases 
and  just  handling,  in  a  sense,  custodial  care. 

Mr.  Mosher.  I  think  part  of  the  answer  to  this,  certainly  in  Florida, 
is  that  down  there  we  have  encouraged  the  people  not  to  drop  out 
because  we  want  to  see  this  program  work  so  what  they  are  doing  is, 
just  as  is  happening  in  Georgia,  they  have  just  cut  down  from  say  a 
30  percent  average  medicare  load  to  5  or  6  percent,  or  one  or  two 
patients,  something  to  where  it  is  just  being  washed  out. 

The  other  part  of  it  is  when  the  older  people  are  not  getting:  their 
bills  paid,  we  have  some  very  terrible  scenes  occur  in  our  office  be- 
cause the  spouse  who  is  not  sick  is  presented  with  a  bill  retroactively 
that  he  or  she  thought  was  going  to  be  paid,  and  we  are  in  the  middle, 
but  the  patient  who  was  supposed  to  be  provided  the  care,  thought 
he  was  to  be  provided  the  care,  and  we  thought  he  was  to  be  provided 
the  care,  winds  up  with  a  catastrophic  bill  that  he  doesn't  know  what 
to  do  with.  This  is  a  tremendous  problem  to  the  individual.  We  are 
financially  in  a  bind,  a  terrible  bind,  but  the  individual  recipient 
quite  often  just  doesn't  know  what  to  do. 

Sometimes,  of  course,  they  are  dead,  and  it  is  in  an  estate,  and 
what  do  you  do  then?  If  there  are  no  assets,  you  are  just  lost. 

Mr.  Byrnes.  Is  disallowance  in  these  cases  the  result  primarily  of 
somebody  making  a  determination  that  it  is  custodial  care  rather 
than  extended  care  ?  Is  that  it  ? 

Mr.  Mosher.  This  occurs  in  an  intermediary  office,  not  at  the  utiliza- 
tion and  review  board.  It  is  occurring  with  clerks  making  medical  de- 
cisions really,  and  on  this  ambulance  cure  that  we  have  talked  about, 
the  patient  is  an  acute  hospital  patient  in  the  hospital,  and  10  min- 
utes later  he  is  custodial  until  he  goes  back  to  the  hospital.  Then  he 
is  acute  again. 

Mr.  Byrnes.  I  understand,  but  who  makes  the  determination?  Is 
it  a  result  of  rules  of  the  Social  Security  Administration,  or  is  it  the 
intermediary  that  makes  the  determination  ? 

Mrs.  Maloney.  It  would  be  from  the  Social  Securitv  Administra- 
tion with  their  letters  to  the  fiscal  intermediary  describing  the  differ- 
ence between  skilled  nursing  care  and  nonskilled  care,  and  they 
de«i  ringed  it  as  covered  or  noncovered  care. 

Mr.  Byrnes.  You  o-ave  us  some  cases,  and  you  say  the  disallowance 
of  t'ome  of  these  cases  was  the  decision  of  the  Social  Security  Ad- 
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ministration.  But  you  didn't  tell  us  in  those  examples  what  the  factor 
was  in  the  Social  Security  Administration's  regulations  that  dis- 
tinguished between  these  comparable  cases  that  you  presented? 

Mrs.  Maloney.  Let  me  say  this :  That  when  we  fill  out  billing  and 
admission  forms  for  patients  to  the  ECF,  we  have  on  hand  first  of 
all  the  transfer  agreement  from  the  hospital  which  gives  the  hospital 
diagnosis  and  under  the  act  we  were  told  that  a  patient  would  be 
able  to  receive  ECF  benefits  provided  that  it  was  for  continuing  care 
of  the  condition  for  which  he  was  hospitalized. 

If  he  goes  to  the  hospital  for  rheumatoid  arthritis,  or  if  he  goes 
for  any  diagnosis,  and  he  comes  from  the  hospital  with  the  same 
diagnosis  into  the  ECF,  he  has  a  transfer  agreement  telling  what  his 
needs  are. 

We  receive  from  the  doctor  the  doctor's  order,  the  doctor's  certi- 
fication. We  admit  this  patient  directly  from  the  hospital  in  most 
circumstances,  and  this  patient  comes  in.  We  set  up  a  nursing  care 
plan,  and  at  the  present  time  I  am  speaking  primarily  for  Louisiana 
because  I  can  speak  with  authority  for  Louisiana. 

Then  the  first  thing  we  do  is  fill  out  the  1453,  which  is  the  form  that 
we  have  in  the  back. 

Attached  to  this  is  a  medical  abstract  form  informing  the  fiscal 
intermediary  everything  that  this  patient  will  receive. 

Now,  this  is  supposed^  gotten  to  the  fiscal  intermediary  within 
48  hours  and  along  with  the  billing  form,  and  this  is  reviewed  by  a 
clerk  in  the  office.  They  send  it  back  to  us  and  tell  us  that  this  is 
either  rejected  as  a  noncovered  case  or  this  is  covered  care  and  it 
would  be  subject  to  utilization  review. 

At  the  outset  last  September  when  we  went  on  the  program  under 
fiscal  intermediary  letter  257.  we  were  told  that  we  would  learn  the 
difference  between  covered  and  noncovered  care. 

On  October  28  when  they  published  them  in  the  Register,  some  of 
the  things  are  just  a  little  bit  peculiar  because  they  say  that  catheter 
care  is  not  a  skilled  care,  that  this  can  be  done  at  home.  I  don't  be- 
lieve this,  gentlemen.  I  just  don't  believe  it,  that  there  is  such  a  thing 
as  do-it-yourself  irrigation  of  an  in-dwelling  catheter.  I  don't  believe 
there  is  such  a  thing  as  a  do-it-yourself  clysis. 

I  don't  believe  a  clerk  in  the  intermediary  office  has  a  right  to  make 
a  determination  of  how  many  clays  or  whether  this  patient  needs  any 
days. 

Mr.  Byrnes.  You  are  saying  now  it  is  the  intermediary  that  makes 
this  determination? 

Mrs.  Maloney.  But  by  direction  from  the  Social  Security  Adminis- 
tration. 

Mr.  Byrnes.  Is  there  some  fundamental  instruction  that  would  mean 
that  case  B  that  you  cited  would  not  be  covered;  whereas  A  would ? 
What  is  the  distinction  ?  In  other  words,  what  I  am  trying  to  get  at 
here  is  the  distinction  in  these  cases.  One  person  was  covered  and  one 
was  not.  Why  I  Are  they  practically  identical  problems  ? 

Mrs.  Maloney.  They  practically  are. 

M]>.  Byrnes.  Then  it  can't  be  the  Social  Security  Administration's 
regulations  because  somebody  has  made  a  judgment  that  B  is  different 
than  A. 
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Mr.  Pickens.  Congressman,  it  is  the  clerk  in  the  intermediary's  office 
interpreting  this  broad  regulation  that  Social  Security  has  sent  to 

Mr.  Mell.  Despite  the  fact,  Congressman,  that  the  basic  HIM-3 
and  HIM-12 — there  is  a  basic  statement  in  these  regulations  that  says 
that  the  physician  determines  the  need  basically  for  extended  care. 
His  opinion  will  be  given  great  weight,  and  that  is  a  direct  quote.  The 
utilization  review  committee  reviews  his  opinion,  but  his  opinion,  the 
attending  physician's  opinion,  will  be  given  great  weight. 

Mr.  Byrnes.  When  you  get  a  patient  from  a  doctor,  does  he  put  in 
writing  that  his  patient  needs  extended  care  services,  or  does  he  just 
set  out  the  nature  of  the  services  that  the  individual  requires  ? 

Mr.  Mell.  Our  certification  forms  in  Georgia  used  on  the  instruc- 
tions of  our  fiscal  intermediary  state  that  the  patient's  physician  will 
state  on  admission  whether  there  is  a  need  for  extended  care.  Our 
utilization  review  committee  made  up  of  two  physicians  plus  other 
paramedical  personnel  confirms  or  denies  his  judgment. 

As  a  matter  of  fact,  sir,  we  have  a  case  now,  because  we  have  no 
other  appeals  procedure  on  this,  before  the  Fulton  County  Medical 
Society  where  both  our  utilization  review  committee  and  the  patient's 
physician  strongly  believe  that  extended  care  is  necessary. 

The  fiscal  intermediary  has  denied  it,  and  they  are  incensed  enough 
about  it  to  take  it  to  the  county  medical  society,  which  is  our  next  step 
up  the  line. 

The  clerk,  if  you  will,  in  the  fiscal  intermediary's  office  is  attempting 
to  interpret  regulations  in  my  opinion  in  the  State  of  Georgia,  Atlanta, 
that  are  regulations  that  are  written  on  one  side,  human  beings,  their 
health,  that  are  not  to  be  regulated  that  tightly  on  the  other. 

Mr.  Byrnes.  Do  you  find  differences  in  different  areas  of  the  coun- 
try or — let  me  put  it  this  way — between  different  intermediaries,  in- 
asmuch as  you  don't  have  the  same  intermediary  in  every  case? 

Do  you  find  Regional  discrepancies  between  the  interpretation  of 
the  regulations  of  the  Social  Security  Administration,  with  the  result 
that  in  one  region  the  fiscal  intermediary  would  cover  somebody  where 
the  fiscal  intermediary  in  some  other  region  would  say,  "No,  this  isn't 
covered7'  ? 

Mr.  Smith.  Mr.  Congressman,  I  think  I  know  what  you  are  trying 
to  get  at.  There  are  two  ways  of  looking  at  custodial  care. 

If  you  talk  about  the  services  that  were  prescribed  and  ordered  and 
administered  by  the  facility,  that  is  not  the  consideration.  It  is  the  con- 
sideration on  the  part  of  the  fiscal  intermediary,  some  person  in  his 
office,  as  to  whether  or  not  the  beneficiary  needed  those  services. 

Mr.  Byrnes.  I  can  recognize  the  problem  that  is  involved  in  the 
distinction  between  custodial  care  and  extended  care  facilities.  You  get 
at  a  point  where  that  is  a  pretty  fine  line.  It  is  probably  very  difficult 
to  establish  a  formula  that  is  going  to  be  completely  accurate  when  we 
are  dealing  with  older  people  in  these  cases,  many  of  whom  under  any 
normal  circumstances  need  at  least  custodial  care.  And  maybe  custo- 
dial care  is  still  all  they  need  after  they  have  been  in  the  hospital. 

Others  will  need  extended  care  more  in  the  nature  of  medical  as- 
sistance. 

How  can  we  correct  this  particular  problem  without  bringing  every- 
body under  custodial  care  or  bringing  everybody  under  extended  care 
facilities,  regardless  of  what  their  situation  is. 
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Mr.  Mosher.  To  try  to  get  at  the  answer  to  your  question  who  is 
doing  it,  in  Florida  our  intermediary  was  ordered  by  social  security  to 
cut  their  benefit  payments  50  percent  this  year. 

Now,  from  a  $14  million  payment  level  in  1968  to  a  $7  million  pay- 
ment level  in  1969,  if  you  are  told  that  this  is  what  you  are  supposed 
to  do  

Mr.  Byrnes.  There  was  an  order  that  went  out  from  the  Social  Se- 
curity Administration  to  the  intermediaries  that  they  had  to  cut  down 
the  dollar  amount  ? 

Mr.  Mosher.  Eight,  This  is  what  we  have  been  told. 

Mr.  Byrnes.  That  is  what  you  have  been  told. 

Mr.  Mosher.  By  the  intermediary. 

Mr.  Byrnes.  You  haven't  gotten  any  verification  other  than  one  of 
the  intermediaries  told  you  this  ? 

Mr.  Mosher.  No  ;  but  we  got  the  results  of  that  because  patients  be- 
gan to  be  

Mr.  Byrnes.  I  think  we  ought  to  check  that  and  find  out  if  they  sent 
an  order  establishing  a  dollar  ceiling  regardless  of  how  many  cases 
there  were. 

Is  it  your  understanding  that  order  was  directed  primarily  to  the  ex- 
tended care  facility  aspects  ? 

Mr.  Mosher.  That  is  only  for  extended  care.  I  am  not  familiar  with 
the  hospital  area  in  this  at  all.  If  you  cut  50  percent  of  the  dollar,  you 
are  going  to  cut  somewhere  near  50  percent  of  the  benefits,  and  if 
there  was  any  abuse,  which  I  am  sure  there  was  some,  it  wasn't  any- 
thing like  that. 

Mr.  Byrnes.  One  would  assume,  if  in  a  community  there  are  a  lot  of 
disallowed  cases  where  the  patients'  doctors  thought  that  these  people 
were  eligible,  and  the  patients  thought  they  were  eligible  for  extended 
care,  that  there  would  be  a  tendency  for  the  medical  profession  in  that 
area  to  keep  the  patients  in  the  hospital  longer  than  they  otherwise 
would,  simply  because  of  the  financial  burden  placed  on  these  patients. 

Mr.  Mosher.  That  is  absolutely  correct. 

Mr.  Byrnes.  That  is  all,  Mr.  Chairman. 

The  Chairman.  Any  further  questions  ? 

Mr.  Landrum? 

Mr.  Landrum.  I  have  one  or  two  questions  in  the  record.  I  don't 
think  they  are  there.  I  didn't  get  in  early.  One  of  you  gave  the  response 
to  Mr.  Byrnes  a  while  ago  that  there  were  slightly  less  than  5,000  nurs- 
ing homes.  You  mean  in  the  United  States  ? 

Mr.  Pickens.  Extended  care  facilities ;  yes,  sir. 

Mr.  Landrum.  Extended  care  facilities. 

Mr.  Pickens.  Yes,  sir. 

Mr.  Landrum.  Do  you  have  any  figures  to  show  how  many  such 
facilities  existed  before  medicare  ?  Would  it  be  zero  ? 

Mr.  Pickens.  No,  Congressman.  You  had  about  13,000  skilled  nurs- 
ing homes  before  medicare,  and  of  the  13,000  originally  I  think  there 
are  around  4,000  that  became  eligible  and  then  the  figure  creeped  up 
to  nearly  5,000. 

Mr.  Landrum.  Of  that  4,000  that  became  eligible,  what  did  they  have 
to  do  to  qualify  under  medicare  ? 

Mr.  Pickens.  Of  course,  this  would  depend  on  the  individual  nurs- 
ing home.  Of  course,  they  are  required  to  have  a  physician  on  their 
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staff.  They  are  required  to  have  a  director  of  nursing  who  is  a  R.X. 
with  licensed  personnel  around  the  clock. 

They  are  required  to  provide  a  professional  dietitian;  this  can  be 
on  a  contract  basis. 

Mr.  Laxdrum.  What  I  am  driving  at  is  there  are  very  few  of  the 
13,000,  perhaps  many  less  than  the  4,000,  that  would  have  qualified 
with  the  minimum  standards  required  by  medicare  in  the  beginning. 

Mr.  Pickexs.  That  is  right.  A  lot  of  them  had  to  increase  their 
staff,  their  personnel  on  their  staff. 

Mr.  Laxdrum.  Yes,  sir. 

Mr.  Pickexs.  And  had  to  obtain  contracts  from  professional 
dieticians,  speech  therapists,  occupational  therapists,  physical  ther- 
apists, medical  social  workers,  and  so  forth. 

Mr.  Laxdrum.  In  another  field,  I  gather  from  the  statements  that 
I  have  heard  here  this  morning  and  from  some  other  statements  that 
have  been  presented  to  me  in  private  conferences  that  the  big  dispute 
revolves  around  interpretation  of  the  law  by  the  regulations  of  the 
Social  Security  Administration  and  by  the  Nursing  Home  Associa- 
tion or  extended  care  facility. 

You  haven't  made  any  big  recommendations  here  this  morning,  as 
I  see  it,  for  fundamental  changes  in  the  law.  Is  that  right  ? 

Mr.  Pickexs.  No,  sir.  In  our  legislation,  and  we  neglected  to  say 
this,  we  suggested  that  Congress  set  some  guidelines  for  custodial 
care  in  ECF's  to  aid  the  Social  Security  Administration  in  their 
regulations  and  to  prohibit  beneficiaries  who  needed  only  skilled 
nursing  care  or  care  which  can  be  rendered  in  an  ECF  from  being- 
cared  for  in  hospitals  as  is  the  problem  now. 

Mr.  Laxdrum.  You  come  to  the  point  that  I  wanted  to  come  to 
basically.  I  understand  your  utilization  committee  in  the  various 
places.  Xow,  that  utilization  committee  would  deal  with  one  institu- 
tion only,  is  that  right  ? 

Mr.  Pickexs.  Well,  there  are  some  areas,  metropolitan  areas,  where 
you  have  

Mr.  Laxdrum.  Yes,  I  understand  that. 

Mr.  Pickexs  (continuing).  Community  review. 

Mr.  Laxdrum.  Generally  speaking,  it  is  a  restricted  community 
proposition  ? 

Mr.  Pickexs.  That  is  correct. 

Mr.  Laxdrum.  Do  I  gather  from  the  testimony  that  you  are  bring- 
ing here  that  you  would  recommend  that  this  finding  of  the  utiliza- 
tion committee  be  final  and  that  the  clerk  in  the  intermediary's  of- 
fice be  excluded  entirely  from  giving  any  consideration  or  having 
any  responsibility  as  to  who  is  covered  and  who  is  not  covered  ? 

Mr.  Pickexs.  That  is  correct.  The  clerk  makes  the  determination 
on  the  day  or  a  couple  days  after  the  patient  is  admitted.  Of  course, 
under  the  regulations  the  utilization  committee  might  not  meet  until 
the  21st  day. 

We  are  suggesting  that  utilization  reviews  he  tightened  and  that 
they  be  renuired  to  meet  earlier  both  in  hospitals  and  in  extended- 
care  facilities. 

Mr.  Laxdrum.  Let's  get  for  the  record  just  what  the  professional 
Knek.oround  of  the  utilization  committee  is,  in  Georgia,  for  example, 
Mr.  Mell. 
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Mr.  Mell.  The  utilization  review  committee  is  required  to  be 
composed  of  at  least  three  people,  of  whom  one  must  be  an  M.D., 
not  the  patient's  physician,  but  an  M.D.,  other  M.D.  In  our  case  it 
is  two.  M.D.'s,  our  director  of  nurses,  and  the  administrator  or  assist- 
ant administrator. 

Mr.  Landrum.  I  didn't  want  what  it  constitutes  there.  I  want 
what  is  the  general  requirement  by  the  Social  Security  Administra- 
tion under  the  basic  medicare  law.  Is  it  the  utilization  committee  be 
made  up  of  at  least  one  M.D.  ? 

Mr.  Mell.  Yes,  sir;  and  I  believe  a  registered  nurse.  I  am  almost 
positive,  registered  nurse. 

Mr.  Landrum.  Registered  nurse,  and  ? 

Mr.  Mell.  M.D.,  medical  doctor. 

Mr.  Landrum.  That  is  just  two. 

Mr.  Mell.  The  third  I  am  not  certain.  We  will  have  the  answer 
for  the  record.  I  am  not  certain  whether  the  minimum  requirement 
is  three  overall  or  if  this  is  just  accepted,  three. 

(The  information  to  be  supplied  follows :) 

American  Nursing  Home  Association, 

Washington,  B.C.,  November  19, 1969. 

Hon.  Wilbur  D.  Mills, 

Chairman,  Committee  on  Ways  and  Means, 
House  of  Representatives, 
Washington,  D.C. 

Dear  Mr.  Chairman  :  When  the  American  Nursing  Home  Association  pre- 
sented testimoney  on  October  31,  1969,  before  the  House  Ways  and  Means 
Committee,  on  the  proposed  Social  Security  Amendments,  including  titles 
XVIII  and  XIX,  Medicare  and  Medicaid,  Representative  Landrum  posed  a 
question  to  Mr.  Labe  Mell,  one  of  the  Association's  witnesses.  The  question 
dealt  generally  with  the  professional  background  of  the  members  of  the  Utili- 
zation Review  Committees.  Complete  information  was  not  available  at  the 
time,  and  Mr.  Mell  offered  to  submit  the  information  for  the  printed  hearing 
record. 

The  regulations  governing  the  composition  of  Utilization  Review  Committees, 
as  set  out  in  the  Conditions  of  Participation  (405.1137(e) — HIR — 11/2/68) 
are  as  follows : 

(e)  Standard;  Conduct  of  Review. —  (1)  The  utilization  review  function  is 
conducted  by  one  or  a  combination  of  the  following  (except  that  with  respect 
to  facilities  lacking  an  organized  medical  staff,  review  is  conducted  only  as  in 
subdivision  (ii)  or  (iii)  of  this  subparagraph )  : 

(i)  By  a  staff  committee  of  the  facility,  which  is  composed  of  two  or  more 
physicians,  with  or  without  the  inclusion  of  other  professional  personnel ;  or 

(ii)  By  a  committee(s)  or  group (s)  outside  the  facility  composed  as  in 
subdivision  (i)  of  this  subparagraph  which  is  established  by  the  local  medical 
society  and  some  or  all  of  the  hospitals  and  extended  care  facilities  in  the 
locality ;  or 

(iii)  Where  a  committee (s)  or  group (s)  as  described  in  subdivision  (i)  or 
(ii)  of  this  subparagraph  has  not  been  established  to  carry  out  all  the  utili- 
zation review  functions  prescribed  by  the  Act,  by  a  committee (s)  or  group (s) 
composed  as  in  subdivision  (i)  of  this  subparagraph,  and  sponsored  and  or- 
ganized in  such  manner  as  approved  by  the  Secretary. 

Sincerely, 

Alfred  S.  Ercolano,  Executive  Director. 

Mr.  Landrum.  It  is  your  recommendation  or  the  recommendation  of 
the  organization  that  the  finding  of  this  utilization  committee  be  ac- 
cepted and  used  to  determine  whether  coverage  is  granted  or  whether 
it  is  not  granted  ? 

Mr.  Mell.  Yes,  sir. 
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Congressman,  I  think  perhaps  for  the  association  I  ought  to  make 
an  overall  statement.  We  really  do  believe  this  is  a  great  law.  We  really 
do.  It  is  the  regulations  and  the  interpretation  of  the  regulations  that 
have  messed  it  up.  You  passed  a  fine  law. 

Mr.  Lanorum.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Mrs.  Griffiths. 

Mrs.  Griffiths.  Do  you  agree  with  the  HEW  regulation  that  one  of 
the  physicians  on  the  utilization  review  board  cannot  be  an  owner, 
either  part  or  in  full,  of  a  nursing  home? 

Mr.  Pickens.  Yes,  ma'am ;  absolutely. 

Mr.  Mosher.  May  I  say,  Congresswoman,  in  practicality  you  can't 
just  have  one  physician  because  he  can't  review  his  own  cases,  so  nor- 
mally we  have  at  least  two  in  our  homes.  We  have  three  physicians,  so 
we  are  always  sure  that  two  are  going  to  be  there  for  the  meeting,  so 
if  you  have  three  M.D.'s,  none  of  whom  has  anything  to  do  with  the 
home,  this  is  our  own  feeling. 

Mrs.  Maloney.  Louisiana  has  a  statewide  utilization  committee,  and 
that  is  made  up  of  several  doctors  and  they  alternate.  They  have  a 
secretary.  They  have  a  nurse.  And  we  submit  by  number,  by  medical 
record  number.  We  do  notsubmit  by  name,  and  this  is  a  very  impartial 
review. 

I  guess  our  main  complaint  is  that  we  file  with  the  fiscal  intermediary 
prior  to  utilization  review  a  medical  abstract  very  similar  to  the  utili- 
zation review  form,  before  the  utilization  review  committee  ever  meets 
and  before  the  nursng  home  has  had  an  opportunity  to  set  up  the  nurs- 
ing care  plan  for  the  patient  that  they  have  been  either  rejected  or 
covered,  and  this  makes  it  very  difficult  because  they  place  a  burden  on 
the  administrator  of  nursing  homes  to  use  their  judgment  of  whether 
this  case  is  a  covered  or  noncovered  case,  and  in  essence  it  makes  us 
secondguess  the  doctor  in  many  instances,  and  this  has  been  one  of 
our  big  problems. 

We  feel  that  once  we  could  tighten  up  utilization  review  and  let  an 
impartial  physician  review  the  case,  then  we  would  really  have  a  much 
better  system,  and  we  are  all  in  favor  of  utilization  review. 

Louisiana,  of  course,  has  a  built-in  factor  that  keeps  the  abuse  of 
the  medicare  program  down  because  at  the  end  of  20  days  most  of  our 
people  can't  afford  the  $5.50  a  day  coinsurance. 

Mrs.  Griffiths.  I  think  the  record  ought  to  show  that  Mr.  Boggs 
tells  this  committee  all  the  time  that  Louisiana  really  is  better  than 
any  other  State. 

Mrs.  Maloney.  He  is  absolutely  right,  and  I  have  to  take  credit  for 
it.  At  one  time  I  was  with  the  Department  of  Hospitals  for  the  State 
of  Louisiana,  and  I  aided  in  upgrading  the  regulations  for  the  State 
of  Louisiana,  and  our  standards  for  the  title  19  program  are  probably 
stiffer  than  any  other  in  the  Nation,  and  they  came  back  to  haunt  me. 
I  have  to  live  with  them  now  on  the  other  side  of  the  fence. 

Mr.  Boggs.  I  appreciate  Mrs.  Griffiths'  observation,  but  I  would 
like  to  say  that  Mrs.  Maloney  is  making  a  very  fine  case  and  she  needs 
no  help. 

Mrs.  Griffiths.  I  was  just  kidding. 
The  Chairman.  Any  further  questions  ? 

If  not,  again  we  thank  you  very  much  for  coming  to  the  committee 
and  giving  us  your  testimony. 
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Mr.  Picken.  Thank  you,  Mr.  Chairman. 
The  Chairman.  Mr.  Wilson. 
Mr.  Conable.  Mr.  Chairman. 
The  Chairman.  Mr.  Conable. 

Mr.  Conable.  I  would  like  to  present  Mr.  Wilson  to  this  committee 
as  one  of  Rochester's  finest  citizens.  We  are  very  proud  of  him  up  there. 
He  has  had  more  than  a  modest  business  success,  is  one  of  the  founders 
and  chairman  of  the  board  of  Xerox  Corp. 

He  is  also  one  of  those  fine  businessmen  who  has  taken  a  great  inter- 
est in  his  community,  and  he  will  bring  testimony  to  us  today  in  which 
I  think  w e  can  have  great  confidence  in. 

I  want  to  welcome  you,  Mr.  Wilson,  and  thank  you  for  coming  here 
today. 

Mr.  Wilson.  Thank  you  very  much  for  those  kind  remarks. 
The  Chairman.  Thank  you,  Mr.  Conable,  for  introducing  Mr. 
Wilson. 

For  the  record,  will  you  please  give  us  your  name,  your  address,  and 
capacity  in  which  you  appear. 

STATEMENT  OF  JOSEPH  C.  WILSON,  CHAIRMAN,  ARDEN  HOUSE 
COMMITTEE  ON  PUBLIC  WELFARE;  ACCOMPANIED  BY  VICTOR 
WEINGARTEN,  DIRECTOR  OF  ARDEN  HOUSE  CONFERENCE 

Mr.  Wilson.  Yes.  My  name  is  Joseph  C.  Wilson,  chairman  of  Xerox 
Corp. 

With  your  permission,  I  would  like  to  have  with  me  the  director 
of  the  Arden  House  Conference,  Mr.  Victor  Weingarten. 

I  thank  the  members  of  the  committee  for  giving  me  the  opportunity 
to  testify  on  behalf  of  the  administration's  bill  for  reform  of  the 
public  welfare  system. 

Summary 

1.  We  support  the  proposed  legislation  in  principle. 

2.  We  believe  the  proposed  family  minimum  of  $1,600  is  too  low  and  that 
serious  consideration  should  he  given  to  increasing  that  minimum. 

We  believe  the  nation  is  now  at  a  stage  in  its  history  where  it  can  afford  to 
bring  all  Americans  up  to  at  least  the  poverty  level. 

3.  We  approve  the  incentives  to  work,  but  also  urge  consideration  be  given 
to  regional  cost  of  living  differentials  and  the  difference  between  urban  and  rural 
living  and  related  costs. 

4.  We  believe  that  mothers  with  children  over  six  should  be  given  the  option 
to  determine  whether  the  public  interest  might  best  be  served  by  their  working 
or  staying  at  home  to  take  care  of  their  children. 

5.  We  recommend  a  systems  approach  to  the  problem  of  poverty  and  welfare 
so  that  the  country  can  measure  the  effect  of  inadequate  wages,  poor  health,  lack 
of  education,  inadequate  job  opportunities  and  related  social  problems  on  the 
welfare  picture  as  a  whole. 

6.  We  believe  the  Federal  Government  should  move  toward  100%  financing  of 
all  welfare  costs. 

My  interest  and  concern  with  this  problem  stems  from  the  fact 
that  since  March  1967,  I  have  been  serving  as  chairman  of  the  Arden 
House  Conference  on  Public  Welfare.  This  group  comprises  100  of  the 
Nation's  leaders  in  industry,  labor,  news  media,  and  philanthropic 
foundations.  It  was  initially  brought  together  at  the  invitation  of 
Governor  Nelson  A.  Rockefeller,  of  New  York,  as  part  of  the  observ- 
ance of  the  100th  aniversary  of  the  New  York  State  Board  of  Social 
Welfare. 
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At  the  Governor's  invitation,  I  agreed  to  be  chairman  of  this 
group.  In  bringing*  us  together  the  Governor  asked  us  to  try  to  apply 
the  principles  of  sound  business  management  to  the  problem  of  public 
welfare  in  the  United  States  and  to  suggest  new  approaches  to  that 
most  pressing  of  domestic  problems. 

Participants  from  14  States  and  12  cities  within  New  York  State, 
comprising  for  the  most  part  the  chief  executive  officers  of  87  major 
corporations,  accepted  the  Governor's  invitation  and  challenge  which 
essentially  wTas — if  the  problem  of  public  welfare  was  given  to  you, 
what  would  you  recomend  as  sound  public  policy  for  the  next  decade  ? 

It  was  recognized  at  the  out-set  that  the  public  welfare  laws,  and 
particularly  the  public  assistance  portion,  were  extraordinarily  com- 
plex and  that  few  of  the  conference  participants  had  had  any  prior 
knowledge  of,  involvement  with  or  responsibility  for  the  subject.  The 
hope  was  that  creative  minds,  unencumbered  by  past  involvement, 
could  take  a  fresh  look  at  the  situation  as  it  existed,  analyze  the  avail- 
able data,  assess  its  strengths  and  weaknesses,  attribute  a  variety  of 
values  to  what  it  found  and,  where  indicated,  recommend  some  other 
approaches  and  possible  solutions. 

The  group  assembled  by  the  Governor  had  made  available  to  it  an 
impressive  amount  of  data  relating  to  the  subject,  which  was  studied 
rather  assiduously  for  6  months  before  it  convened  at  Arden  House  in 
New  York  on  November  2  and  3,  1967.  After  24  hours  of  plenary  ses- 
sions and  workshops,  during  which  discussion  was  lively,  informative 
and  the  proposals  made  impressively  varied,  the  Governor  asked  12  of 
the  participants  to  serve  as  an  ad  hoc  steering  committee  to  review 
the  data  emanating  from  the  Conference,  as  well  as  the  information 
which  preceded  the  meeting  prohibited  making,  if  possible,  some  spe- 
cific recommendations  which  would  reflect  the  views  of  the  group  as  a 
whole. 

I  was  requested  and  agreed  to  remain  as  chairman  of  this  group.  I 
shall  not  take  your  time  to  list  the  members  of  that  group,  but  would 
request  your  permission  to  leave  with  you  their  names,  as  well  as  those 
of  all  who  participated  in  our  conference. 

Since  then  we  have  elected  three  other  persons  to  our  steering  com- 
mittee. They  are  : 

C.  W.  Cook,  chairman,  General  Foods  Corp. 
Harold  Gray,  chairman.  Pan  American  World  Airways. 
Robert  A.  Bernhard,  senior  partner,  Lehman  Bros. 
Our  group  devoted  six  additional  months  to  studying  this  problem 
and  in  May  1968,  issued  a  report  which  presented  our  findings  and 
recommendations.  In  essence,  we  found : 

1.  The  present  system  of  public  assistance  does  not  work  well.  At 
the  time  of  our  study,  it  covered  only  8  million  of  30  million  Americans 
then  living  in  poverty.  Today  it  covers  approximately  10  million  of 
25.4  million  living  in  poverty.  We  found  the  entire  system  to  be  de- 
meaning, inefficient,  inadequate,  and  with  so  many  disincentives  built 
into  it  that  it  encouraged  continued  dependency. 

2.  We  found  that  by  any  standard  of  sound  management  practice, 
the  administration  of  the  public  welfare  program  throughout  the  coun- 
try is  hopelessly  inefficient.  At  the  time  of  our  report,  approximately 
110,000  persons  were  employed  in  that  program,  of  whom  more  than 
80,000  were  in  federally  aided  assistance  programs. 
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The  annual  staff  turnover  averaged  close  to  30  percent,  with  some 
States  in  excess  of  40  percent  and  with  one  or  two  States  approaching 
60  percent.  This  turnover  itself  is  evidence  of  crippling  inefficiency. 
With  this  condition,  there  could  be  little  effective  casework  or  con- 
tinuity of  relationship  between  client  and  worker.  We  noted  with  in- 
terest that  lack  of  job  satisfaction  was  given  as  one  of  the  key  reasons 
for  leaving. 

We  also  found  that  of  the  110,000  working  in  the  program,  less 
than  2,000  had  a  degree  in  social  work  or  the  equivalent,  and  this  pro- 
fessional group  also  had  a  job  turnover  in  excess  of  20  percent  a  year. 

We  found  that  the  ratio  of  professionally  trained  personnel  avail- 
able for  those  needing  rehabilitative  services  is  so  abysmally  low  as  to 
constitute  a  pretense  of  a  social  service  program. 

3.  We  found  incredible  administrative  inefficiency  and  waste,  par- 
ticularly in  portions  of  the  program  that  called  for  mandatory  veri- 
fication of  eligibility.  For  example,  insofar  as  three  of  the  four 
federally  aided  categories  are  concerned — old  age  assistance,  the  blind, 
and  the  disabled — although  this  group  suffers  from  a  condition  which 
is  essentially  static  and  not  likely  to  change  for  the  rest  of  their  lives, 
the  Federal  Government  was  spending  more  than  $250  million  a  year 
to  administer  these  programs.  A  large  proportion  of  this  money  was 
used  to  determine  and  continually  verify  eligibility.  In  New  York 
City,  for  example,  more  than  2,300  persons  were  employed  to  perform 
this  function  at  a  cost  of  over  $16  million  a  year.  This  was  an  appalling 
waste — inasmuch  as  these  people  would  never  be  less  aged,  less  blind, 
or  less  disabled. 

I  am  pleased  to  note  that  following  the  issuance  of  our  report  the 
then  Secretary  of  Health,  Education,  and  Welfare,  by  administrative 
decree,  ordered  a  phased  abolition  of  this  wasteful  kind  of  verification 
for  these  categories. 

4.  We  found  solid  research  to  be  virtually  unknown  in  public  wel- 
fare. Although  the  Nation  is  currently  spending  more  than  $10  bil- 
lion for  that  program,  less  than  one-tenth  of  1  percent  of  welfare 
funds  are  spent  for  research.  Rarely  has  so  costly  a  program  operated 
with  so  little  knowledge.  Basic  and  fundamental  questions  cannot  be 
answered  with  accuracy  or  reliability  because  no  one  really  knows. 
The  kind  of  "flying  blind"  that  permeates  the  present  system  is 
shocking. 

5.  Our  report  listed  a  variety  of  reforms  which  we  urged  be  adopted, 
and  I  will  not  now  take  the  committee's  time  to  dwell  upon  them 
because  many  of  them  are  now  incorporated  in  the  administration's 
proposal,  which  we  support. 

I  would  like  to  say,  however,  that  our  major  finding  was  that  the 
present  system  was  hopelessly  bad,  that  it  was  incapable  of  reform, 
that  we  found  little  in  the  past  record  of  amendments  and  so-called 
legislative  reform  to  justify  any  high  hopes  of  the  promise  that  the 
present  system  could  be  substantially  improved  with  any  further 
tinkering  or  tampering.  Basically  poor  programs  are  not  improved 
with  overlays.  It  is  doubtful  that  more  tinkering  will  evolve  a  more 
satisfactory  program.  As  we  surveyed  the  system,  it  appeared  to  us 
that  the  time  had  come  for  the  Nation  to  take  a  fresh  look  at 
this  program,  unencumbered  by  the  past,  except  to  learn  from  that 
experience. 
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We  believe  the  time  has  come  where  the  public  interest  would  best 
be  served  by  replacing  the  present  welfare  system  and  substituting  in 
its  place  a  system  which  would  provide  some  benefits  not  only  to  that 
portion  of  our  population  which  are  currently  eligible  for  public 
assistance  payments,  but  rather  that  we  provide  some  benefits  to  all 
Americans  who  live  below  an  acceptable  minimum  standard  of  living. 

We  believe,  as  a  committee,  that  the  Nation  is  now  at  a  stage  in  its 
history  where  it  can  afford  to  give  serious  consideration  to  a  plan 
which  would  raise  the  income  of  all  Americans  above  the  poverty 
level. 

The  President's  proposal  is  a  step  in  this  direction  and,  therefore, 
we  support  it,  in  principle.  As  a  committee,  we  would  hope  that  the 
Nation  would  move  as  quickly  as  possible  toward  raising  the  proposed 
level  of  payments  to  a  point  where  we  can  truthfully  say  that  no 
American  family  is  living  below  an  acceptable  minimum  standard  of 
living.  As  businessmen,  we  recognize  the  economic  consequences  of 
such  a  program  but  we  also  weigh  them  against  the  social  conse- 
quences of  inaction  or  inappropriate  response. 

It  was  the  committee's  recommendation  that  any  income  program 
contain  strong  incentives  to  work  and  try  to  contain  regional  cost  of 
living  differentials.  The  administration  program,  with  its  work  incen- 
tive, does  this — and  we  support  it  with  one  caveat. 

We  believe  that  the  mandated  training  and/or  work  provision  as  it 
applies  to  mothers  with  children  over  six  should  be  tempered  so  that 
the  mandated  work-training  portion  should  not  apply  unless  adequate 
day-care  facilities,  meeting  Federal  standards,  are  available  to  those 
children,  and  that  due  attention  be  paid  to  the  mother's  own  judgment 
of  where  she  is  most  needed. 

While  we  believe  that  many  mothers  with  children  over  six  will  wel- 
come the  opportunity  for  work  or  training  and  will  seek  employment, 
we  believe  the  public  interest  might  best  be  served  if  that  option  were 
left  with  the  mother. 

I  would  now  like  to  address  myself  very  briefly  to  some  other  spe- 
cifics in  the  legislation  being  considered  by  your  committee. 

Recognizing  all  of  the  demands  facing  the  Nation,  we  believe  that 
none  is  more  pressing  than  raising  our  entire  population  over  the  pov- 
erty level  as  quickly  as  possible.  The  reason  for  this  is  that  the  prob- 
lems of  poverty  have  a  direct  bearing  upon  many  of  our  other  social 
problems.  They  are  interrelated.  If  we  could  find  a  method  of  calcu- 
lating all  of  the  other  costs  that  stem  from  poverty,  we  would  quickly 
see  that  we  are  wasting  billions  of  dollars  each  year,  each  decade,  and 
each  generation  by  not  addressing  ourselves  to  the  basic  problems  of 
the  poor. 

_  To  be  specific,  a  recent  study  by  the  Department  of  Health,  Educa- 
tion, and  Welfare  of  a  slum  population  in  Sacramento,  Calif.,  showed 
that  20  percent  of  the  total  population  accounted  for  60  percent  of  the 
community's  health  services;  76  percent  of  its  tuberculosis:  41  percent 
of  its  police  protection ;  36  percent  of  its  juvenile  delinquency :  42  per- 
cent of  adult  crimes ;  26  percent  of  the  fires  and  yet  paid  only  12  per- 
cent of  the  city  taxes. 

In  a  second  city,  it  reported  that  for  every  tax  dollar  spent  on  police, 
fire  and  health  services  in  a  good  area,  the  costs  in  the  blighted  area 
were  $1.87  for  police,  $1.67  for  fire  services,  $2.25  for  health  services. 
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The  interrelatedness  is  also  shown  by  the  fact  that  to  be  poor  is  also 
to  be  unemployed  or  underemployed  and  socially  disoriented  and 
chronically  sick.  Some  of  the  slum  neighborhoods  in  our  country  have 
birth  rates  higher  than  those  of  India  and  Pakistan.  As  part  of  this 
interrelatedness,  children  born  in  these  neighborhoods  are  often  pre- 
mature, weak,  sickly  and  and  die  before  they  are  a  year  old.  The  poor 
who  survive  have  four  to  eight  times  the  incidence  of  such  chronic 
diseases  as  arthritis,  hypertension  and  visual  impairments.  They  re- 
quire more  and  longer  periods  of  costly  hospitalization. 

We  would  recommend  to  this  committee  that  it  consider  authorizing 
a  feasibility  study  to  see  whether  the  entire  social  problem  area  would 
not  be  amenable  to  a  systems  approach.  This  would  be  an  effort  to  seek 
to  measure  the  impact  of  poverty  on  employment,  education,  health, 
housing,  social  skills  and  attitudes,  transportation  and  related  factors. 

Such  measurements  would  give  us  a  clearer,  fuller  picture  of  the 
problem  as  a  whole.  It  would  help  us  develop  and  evaluate  alternative 
approaches  consistent  with  the  objectives  and  provide  effective  moni- 
tors to  insure  that  both  successes  and  failures  in  accomplishing  pro- 
gram goals  are  reflected  directly  in  changes  in  the  level  or  design  of 
these  programs. 

Insofar  as  the  poor  are  concerned,  there  are  no  economies.  The  best 
way  to  save  the  Nation's  money  is  to  spend  it  to  raise  the  level  of  liv- 
ing of  those  who  now  live  below  the  poverty  line. 

The  President's  program  is  a  start  in  this  direction.  It  goes  almost 
halfway  toward  meeting  that  challenge.  We  support  it,  in  principle. 
But  we  would  hope  that  this  committee,  in  its  wisdom,  would  see  its 
way  clear  to  recommend  to  the  Congress  a  higher  level  than  that  pro- 
posed by  the  administration.  It  is  our  understanding  that  every  $100 
added  to  the  minimum  would  mean  $250  million  in  expenditure.  Our 
committee  believes  this  is  good  business  for  the  United  States.  The 
savings  in  human  lives,  as  well  as  in  cost  for  related  services,  as  I  have 
already  stated,  could  be  incalculable. 

I  would  also  like  to  discuss  very  briefly  the  fact  that  the  proposed 
legislation  is  of  great  benefit  to  the  poorer  States.  It  is  of  far  less 
benefit  to  several  Northern  States,  and  particularly  to  those  States 
which  for  many  years  have  carried  the  bulk  of  the  Nation's  public 
assistance  burden.  We  believe  it  would  be  desirable  for  the  Nation  to 
move  toward  100  percent  Federal  financing  of  public  welfare. 

This  probably  could  not  be  done  overnight.  We  do  believe  that  it 
can  be  done  over  a  5-year  period,  and  that  the  increase  in  Federal 
revenue  due  to  anticipated  economic  growth  over  that  period  would 
be  sufficient  to  finance  the  extension  of  the  principle  of  100  percent 
Federal  financing  to  all  States.  We  believe  there  will  still  be  a  State 
role,  a  very  important  one,  and  responsibility  in  this  area,  namely 
that  of  providing  the  range  of  social  and  rehabilitative  services  which 
will  always  have  to  be  provided,  but  should  and  can  be  provided  more 
effectively  at  the  local  level. 

In  essence,  therefore,  speaking  on  behalf  of  the  committee  I  head, 
we  urge  favorable  action  on  the  proposed  legislation.  We  respectfully 
recommend  that  your  committee  consider  enriching  it  to  some  extent, 
possibly  by  raising  the  proposed  $1,600  annual  minimum  to  a  higher 
amount.  We  do  not  suggest  a  specific  amount.  However,  we  think  the 
country,  in  the  long  run,  would  have  money,  as  well  as  lives,  by  moving 
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toward  the  elimination  of  poverty  in  the  United  States  as  quickly  as 
possible. 

The  other  points  I  have  raised,  namely  100  percent  Federal  financ- 
ing of  the  program  to  be  achieved  over  a  period  of  years  and  liberali- 
zation of  the  mandated  work  provision  for  mothers  with  children 
over  six,  I  commend  to  you  for  study. 

I  want  to  express,  again,  my  deep  appreciation  to  you  for  this 
opportunity  to  be  heard. 

The  Chairman.  Without  objection,  the  material  appended  to  your 
statement,  Mr.  Wilson,  will  appear  in  the  record  at  this  point. 

Mr.  Wilson.  Thank  you. 

(The  material  referred  to  follows:) 

Steering  Committee  of  the  Arden  House  Conference  on  Public  Welfare 

Joseph  C.  Wilson,  Chairman  of  the  Board,  Xerox  Corporation,  Rochester,  N.Y., 

Chairman  of  the  Committee. 
Joseph  C.  Blork,  Chairman,  Inland  Steel  Corporation,  Chicago,  111. 
Gilbert  W.  Fitzhugh,  Chairman,  Metropolitan  Life  Insurance  Company,  New 

York,  N.Y. 

Gustave  L.  Levy,  at  that  time  Chairman  of  the  New  York  Stock  Exchange; 

Senior  Partner,  Goldman  Sachs  &  Company,  New  York,  N.Y. 
Baldwin  Maull,  Chairman,  Marine  Midland  Corporation,  New  York,  N.Y. 
Arjay  Miller,  at  that  time  President,  later  Vice  Chairman,  Ford  Motor  Company, 

and  now  Dean  of  the  Graduate  School  of  Business,  Stanford  University, 

Stanford,  California. 
Alfred  C.  Neal,  President,  Committee  for  Economic  Development,  New  York, 

N.Y. 

Albert  L.  Nickerson,  Chairman,  Mobil  Oil  Corporation,  New  York,  N.Y. 

John  A.  Coleman  of  New  York,  a  former  Chairman  of  the  Board  of  the  New 

York  Stock  Exchange,  and  a  Director  of  the  New  York  Telephone  Company. 

Chrysler  Corporation  and  others. 
Philip  M.  Klutznick,  Chairman,  Urban  Investment  and  Development  Company 

of  Chicago,  and  Chairman  of  the  Board  of  the  American  Bank  and  Trust 

Company  of  New  York. 
Harvey  C.  Russell,  Vice  President,  Community  Affairs,  PepsiC( ,  Inc.,  New  York, 

N.Y. 

Samuel  J.  Silberman,  at  that  time  Chairman  of  the  Board,  Consolidated  Cigar 
Company  and  now  Chairman  of  Gulf  and  Western  Foundation,  New  York, 
N.Y. 
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participants 

governor's  conference  on  public  welfare 
arden  house,  november  2-3,  1967 


Mrs.  Omar  Adams,  New  York  State  Board 
of  Social  Welfare 

Hon.  William  E.  Adams,  Chairman,  Joint 
Legislative  Commission  on  Public  Welfare 

Joseph  H.  Allen,  President,  McGraw-Hill 
Publications 

Mrs.  Max  Ascoli,  President,  Marion  R.  As- 
coli  Fund 

William  S.  Bienecke,  President,  Sperry  & 
Hutchinson  Co. 

George  F.  Berlinger,  Vice  Chairman,  New 
York  State  Board  of  Social  Welfare 

Robert  A.  Bernhard,  Vice  President,  The 
Bernhard  Foundation, 

David  Bernstein,  New  York  State  Board  of 
Social  Welfare 

Joseph  L.  Block,  Chairman,  Executive  Com- 
mittee, Inland  Steel  Co. 

Dr.  Eveline  Burns,  Professor  of  Social 
Work,  Columbia  University  School  of  So- 
cial Work 

Philip  Canfield,  Manager,  Employee  Bene- 
fits, Xerox  Corp. 

Dr.  Everett  Case,  President,  Alfred  P.  Sloan 
Foundation 

Edward  T.  Chase,  Editorial  Vice  President, 
The  New  American  Library 

Allen  Chellas,  Director  of  Public  Affairs, 
Newsweek 

George  W.  Chcsbro,  First  Deputy  Commis- 
sioner, New  York  State  Department  of  So- 
cial Services 

John  V.  Cleary,  President,  Consolidated 
Edison  Company 

Edward  0.  Cole,  Vice  President,  Employee 
Relations,  Fairchild  Camera  and  Instru- 
ment Corp. 

John  A.  Coleman,  Adler,  Coleman  &  Co. 

C.  W.  Cook,  Chairman,  General  Foods 
Corp. 

Gardner  Cowles,  Chairman  of  the  Board, 
Cowles  Communications,  Inc. 

Roland  J.  Dclfausso,  Economic  Develop 
ment  Council  of  New  York  City,  Inc. 

Thomas  Diviney,  Public  Affairs  Director, 
National  Industrial  Conf erence  Board 


Robert  Douglass,  Counsel  to  the  Governor 

James  R.  Dumpson,  Dean,  School  of  Social 
Services,  Fordham  University 

Marriner  S.  Eccles,  Chairman  of  the  Board, 
Utah  Construction  &  Mining  Co. 

Gordon  Edwards,  President,  National 
Dairy  Products  Corp. 

Lyle  C.  Fitch,  President,  Institute  of  Pub- 
lic Administration 

Gilbert  W.  Fitzhugh,  Chairman  of  the 
Board,  Metropolitan  Life  Insurance  Com- 
pany 

Clarence  Francis,  President,  Economic  De- 
velopment Council  of  New  York  City,  Inc. 

David  Freeman,  Rockefeller  Brothers  Fund 

Milton  Friedman,  Department  of  Eco- 
nomics, University  of  Chicago 

Dr.  John  Galbraith,  New  York  State  Board' 
of  Social  Welfare 

John  Garrison,  Governor  Rockefeller's  Stan' 

Leonard  Goldenson,  President,  American 
Broadcasting  Co. 

Harold  E.  Gray,  President,  Pan  American 
World  Airways 

W.  P.  Gullander,  President,  National  Asso- 
ciation of  Manufacturers 

John  P.  Hale,  New  York  State  Board  of  So- 
cial Welfare 

Leland  Hazard,  Consultant,  Pittsburgh 
Plate  Glass  Co. 

Harold  H.  Helm,  Chairman,  ■  Exc-cufive 
Committee,  Chemical  Bank  New  York  Trust 
Co. 

Dorothy  I.  Height,  New  York  State  Board 
of  Social  Welfare 

Harry  B.  Henshel,  President,  Bulova  Watch 
Co. 

Dr.  James  M.  Hester,  President,  New  York 
University 

D.  John  Heyman,  President,  The  New  York 
Foundation 

Melvin  C.  Holm,  President,  Carrier  Corp. 

Mrs.  Alexander  Holstein,  New  York  State 
Board  of  Social  Welfare 

Alexander  Holstein,  Syroco-Holstein  Foun- 
dation, Inc. 
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Roger   Hull,   President,   Mutual   Life  In- 
surance Company  of  New  York 

R.  0.  Hunt,  Chairman  of  the  Board,  Crown 
Zellerbach  Corp. 

Theodore  C.  Jackson,  New  York  State 
Board  of  Social  Welfare 

J.  K.  Jamieson,  President,  Standard  Oil 
Company  (N.  J.) 

-Michael  C.  Janeway,  Associate  Editor,  The 
Atlantic  Monthly 

Ho  a.  Jacob  Javits,  United  States  Senator, 
State  of  Nov/  York 

Paul  Jennings,  President,  International 
Union  of  Electrical,  Radio,  and  Machine 
Workers 

Edward  J.  Johannes,  Jr.,  New  York  State 
Board  of  Social  Welfare 

Hugh  R.  Jones.  Chairman,  New  York  State 
Board  of  Social  Welfare 

Dr.  Grayson  Kirk,-  President,  Columbia 
University 

Frederick  Klingc-nstein,  New  York  State 
Board  of  Social  Welfare 

Philip  M.  Klutznick,  Chairman,  Urban  In- 
vestment and  Development  Co. 

Peter  Labovitz,  Arthur  D.  Little,  Inc. 

Gustavo  L.  Levy,  Chairman,  New  York 
Stock  Exchange 

Jose  Lopez,  New  York  State  Board  of  So- 
cial Welfare 

Joseph  Louchheim,  Deputy  Commissioner, 
New  York  State  Department  of  Social  Serv- 
ices 

L.  W.  Lundell,  President,  C.  I.  T.  Financial 
Corporation 

Mrs.  Donald  McConville,  New  York  State 
Board  of  Social  Welfare 

Alton  Marshall,  Governor  Rockefeller's 
Staff 

Baldwin  Maull,  Chairman  of  the  Board, 
Marine  Midland  Corp. 

Schuyler  Meyer,  Jr.,  President,  Edwin 
Gould  Foundation  for  Children 

Arjay  Miller,  Vice-Chairman,  The  Ford  Mo- 
tor Co. 


S.  M.  Miller,  Program.  Advisor,  Division  of 
National  Affairs — Social  Development,  The 
Ford  Foundation 

George  S.  Moore,  Chairman,  First  National 
City  Bank 

Daniel  P.  Moynihan,  Director,  Joint  Center 
for  Urban  Studies,  M.I.T.  and  Harvard 

Milton  C.  Mumfoid,  Chairman  of  the 
Board,  Lever  Bros.  Co. 

George  B.  Munroe,  President,  Phelps 
Dodge  Corp. 

Alfred  C.  Neal,  President,  Committee  for 
Economic  Development 

Albert  L.  Nickerson,  Chairman  of  the 
Board,  Mobil  Oil 

John  Nuveen,  John  Nuveen  &  Co. 

Frederick  Osborn,  Chairman  of  the  Execu- 
tive Committee,  The  Population  Council, 
Inc. 
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The  Chairman.  Are  there  questions  of  Mr.  Wilson? 
Mrs.  Griffiths.  Yes,  Mr.  Chairman. 
The  Chairman.  Mrs.  Griffiths. 

Mrs.  Griffiths.  I  think  your  statement  is  a  very  good  statement 
and  I  was  very  interested  in  it.  I  approve  of  some  of  the  parts  of  it. 

I  looked  over  the  list  of  these  people  who  appeared  at  the  Governor's 
conference.  My  own  opinion  is  that  welfare  is  intimately  connected 
with  discrimination  against  women  in  jobs  in  this  country.  Would 
you  say  that  it  would  be  fair  to  say  that  the  firms  here  represented 
have  not  more  than  perhaps  one-tenth  of  their  top  management  a? 
female  ? 

Mr.  Wilson.  I  am  afraid  I  would  have  to  say  it  would  be  a  lot 
than  one-tenth,  Mrs.  Griffiths. 

Mrs.  Griffiths.  A  lot  less  than  one-tenth  \ 
Mr.  Wilson.  Probably  less  than  1  percent. 

Mrs.  Griffiths.  It  is  probably  less  than  1  percent.  Well,  one-tenth 
of  1  percent,  would  you  say  ? 
Mr.  Wilson.  I  meant  maybe  a  hundredth  of  that. 
Mrs.  Griffiths.  Because  

Mr.  Wilson.  A  handful  of  women  are  in  top  management  in  those 
firms. 

Mrs.  Griffiths.  I  looked  at  several  of  these  firms  and  I  know  of 
my  own  knowledge  that  there  is  not  a  single  woman  in  top  manage- 
ment and  there  is  not  a  single  woman  in  middle  management. 

Now,  let  me  ask  you,  if  we  are  going  to  give  women  a  choice  of  stay- 
ing home  and  having  a  family  where  there  is  no  father  or  going  to 
work,  have  you  considered  what  kind  of  a  job  she  will  have  to  be  offered 
to  make  the  choice  of  working?  For  instance,  the  other  day  I  signed 
a  letter  to  a  woman  who  was  drawing  aid  to  dependent  children.  Her 
monthly  income  was  $543,  tax  free.  This  is  between  $1,500  and  $2,000 
higher  than  the  mean  average  wage  of  a  woman  in  this  country.  What 
kind  of  a  job  would  you  think  she  would  have  to  be  offered  to  go  to 
work  ? 

Mr.  Wilson.  This  is  a  very  difficult  question.  It  involves  many  is- 
sues that  go  way  beyond  the  direct  point  that  you  make.  I  think  that 
what  we  hope  is  that  there  will  be,  one,  a  trend  away  from  this  dis- 
crimination against  women  in  employment,  but  we  recognize  that  this 
is  a  long,  long  term  thing  that  the  society  is  going  to  have  to  face,  and 
welfare,  the  correction  of  welfare,  is  only  one  small  part  of  it. 

The  kind  of  job  that  we  hope  welfare  people,  people  now  on  welfare, 
will  be  motivated  to  take  are  probably  not  jobs  leading  to  top  manage- 
ment. We  hope  they  will  be  dignified  jobs.  This  is  the  kind  of  thing 
that  we  aspire  to. 

Mrs.  Griffiths.  But  isn't  motivation  really  cheap?  Motivation  is 
starvation.  That  is  one  way  to  get  real  motivation.  You  know,  there 
are  a  lot  of  people  in  this  country  that  are  working  because  they  have 
to  work. 

Probably  something  like  1  percent  of  the  people,  maybe  some  of 
these  men  you  have  mentioned  here,  don't  have  to  work  any  longer. 

But,  in  general,  men  or  women,  either,  work  because  they  have  to 
work,  wouldn't  you  say  ? 

Mr.  Wilson.  That,  I  really  think,  is  correct,  and  we  believe  this  is  an 
intesrral  part  of  this  proposal,  namely,  that  there  be  an  incentive  to 
work  and  not  to  receive  things  freely. 
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Mrs.  Griffiths.  How  are  we  going  to  operate  this  thing  so  that  we 
suddenly  decide  that  we  are  going  to  give  everybody  a  living  whether 
he  works  or  not  and,  at  the  same  time,  motivate  him  to  work  ? 

Mr.  Wilson.  Only  by,  I  am  afraid  at  the  beginning,  at  least  by,  in- 
corporating the  kind  of  provisions  that  are  in  this  bill,  namely,  that 
they  don't  become  eligible  for  the  free  assistance  if  jobs  of  a  kind  that 
are  stipulated  in  the  bill  are  available  to  them  and  made  available 
to  them. 

This  may  seem  harsh  at  times,  and  we  thought  it  was  a  little  too 
harsh  for  these  mothers  with  young  children,  but  we  see  no  escape  from 
that  dilemma.  If  it  is  a  guaranteed  income  given  freely  with  no  pres- 
sure to  work,  I  am  afraid  we  would  be  opposed  to  it. 

Mrs.  Griffiths.  Would  you  agree  that  a  14-year-old  girl  with  an 
illegitimate  baby  should  be  required  to  go  to  school? 

Mr.  Wilson.  I  haven't  thought  about  that  particular  case. 

Mrs.  Griffiths.  This  is  one  of  the  largest  areas  of  illegitimacy  

Mr.  Wilson.  Yes,  I  know. 

Mrs.  Griffiths.  With  girls  between  14  and  18. 

Mr.  Wilson.  Yes,  I  recognize  this  is  a  very,  very  important  prob- 
lem. I  happen  to  be  one  of  those  who  leans  so  strongly  toward  edu- 
cation as  a  means  out  of  the  kind  of  morasses  that  you  are  citing  that 
I  would  think  that  it  would  be  highly  desirable  that  such  a  person 
should  be  encouraged  and  continue  her  education,  which  means  that 
some  provision  has  to  be  made  for  her  child. 

Mrs.  Griffiths.  What  is  wrong,  really,  with  requiring  her  to  ?  The 
danger  is,  if  you  let  her  have  a  choice,  you,  in  reality,  give  the  choice 
to  the  social  worker  and  the  whole  society  is  set  up  to  keep  her  in  the 
home. 

This  large  and  distinguished  group  of  companies,  you  have  already 
pointed  out  to  me,  don't  hire  women.  You  are  going  to  go  right  along 
with  the  theory  of  keeping  her  at  home,  aren't  you  ? 

Mr.  Wilson.  You  used  the  phrase  "top  management"  before  and  I 
was  responding  to  that.  We  do  hire  women.  We  hire  them  more  and 
more. 

Mrs.  Griffiths.  Now — down  in  some  of  the  lower  classes. 

Let  me  ask  you,  are  you  negotiating  contracts — are  you  unionized? 

Mr.  Wilson.  Yes. 

Mrs.  Griffiths.  Are  you  negotiating  contracts  with  unions  that 
set  up  artificial  discriminations  between  the  work  that  men  and  wom- 
en do  and  paying  the  women  lower  wages  than  the  men  ? 

Mr.  Wilson.  I  think  not. 

Mrs.  Griffiths.  You  look  it  over. 

Mr.  Wilson.  We  try  very  hard  to  avoid  that,  but  there  may  be  ex- 
ceptions here  and  there. 

Mrs.  Griffiths.  I  suggest  you  look  it  over  and  you  suggest  to  all 
these  men  listed  here  that  they  look  it  over,  because  I  know  that  a  good 
many  of  these  companies  have  exactly  that  type  of  contract. 

Mr.  Wilson.  Of  course  it  is  against  the  law. 

Mrs.  Griffiths.  Of  course  it  is  against  the  law. 

Mr.  Wilson.  And  I  think  we  are  all  trying  verv  hard  to  get  some 
of  fhp^p  old  traditions  ou+  of  the  way.  That  doesn't  happen  overnight, 
ho^Pvei\  I  am  sorrv  to  say- 
Mr.  Conable.  Mr.  Chairman — will  the  gentleladv  yield  ? 
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Mrs.  Griffiths.  I  will,  I  am  through. 
Thank  you. 

Mr.  Conable.  We  all  hope  top  business  management  will  emulate 
the  Ways  and  Means  Committee,  which  has  4  percent  women  in  its 
top  management. 

Mr.  Wilson.  It  is  a  lofty  goal,  Mr.  Conable. 

Mrs.  Griffiths.  And  by  far  the  noisiest  one  on  this  bill. 

The  Chairman.  Let  me  say  this  for  the  record,  if  I  may.  I  am  satis- 
fied that  not  all  women  possess  Mrs.  Griffiths'  ability,  but  if  all  of  them 
did  you  men  in  top  management  in  these  companies  would  have  to  step 
aside. 

Mr.  Wilson.  It  would  be  a  pleasure. 

The  Chairman.  Mr.  Wilson,  let  me  ask  you,  if  I  may,  just  a  few 
questions,  as  you  known  most  of  the  men  by  name,  at  least,  who  are  on 
your  group. 

Has  your  organization  looked  to  the  profile  of  the  people  who  are 
the  heads  of  the  families  that  are  on  AFDC  ?  Have  you  made  studies 
of  that? 

Mr.  Wilson.  Yes.  I  think  Mr.  Weingarten  probably  can  provide 
some  specific  comments. 

The  Chairman.  I  am  interested  in  this :  From  the  point  of  view  of 
businesses  and  heads  of  businesses,  do  you  find  among  these  men  and 
women  who  are  heads  of  these  families  those  that  you  think  would  be 
capable  of  training  for  jobs  within  your  own  industries?  Have  you 
looked  to  see  what  the  educational  background  of  the  fathers  and 
mothers  that  may  be  heads  of  these  families  might  be  throughout  the 
Nation  ? 

Mr.  Weingarten.  If  we  work  within  the  profile  of  the  HEW  statis- 
tics and  their  analyses  

The  Chairman.  And,  also,  properly  interpret  it. 

Mr.  Weingarten  (continuing) .  We  come  to  the  conclusion  that  there 
are  relatively  few  able-bodied  men  able  to  work.  A  rather  small  pro- 
portion of  the  men  on  that  roll  are  physically  fit  and  mentally  capable 
of  working.  We  find  of  that  proportion  

The  Chairman.  Let  me  ask  you  how  you  know  that  ?  That  is  equal 
to  some  of  the  cliches  that  I  get  from  the  Department  people  them- 
selves. They  never  back  it  up.  They  start  off  with  that  as  a  premise. 

Mr.  Weingarten.  I  prefaced  my  remarks  by  saying  that  we  are 
working  with  the  HEW  figures.  As  Mr.  Wilson  said  in  his  testimony, 
the  hard  research  and  data  available  in  this  field  is  virtually  nil  and  we 
have  not  been  able  to  find  acceptable  answers,  as  the  testimony  says,  to 
simple  questions  so  we  are  stuck  with  that  HEW  provides,  because  it  is 
the  only  source  of  available  national  research  in  this  area. 

The  Chairman.  You  haven't  made  any  independent  analysis  ? 

Mr.  Weingarten.  No,  sir,  we  have  not. 

The  Chairman.  Let  me  show  you  just  a  few  of  the  examples  of  in- 
formation that  tend,  greatly  I  think,  to  offset  some  of  the  myths  that 
have  been  circulated  about  the  ability  of  these  people  to  be  trained  and 
to  actually  work. 

Do  you  realize  that,  nationwide,  more  than  50  percent  of  the  heads 
of  the  families  on  AFDC  are  white? 
Mr.  Weingarten.  Yes,  sir. 
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The  Chairman.  The  general  story  spread  about  is  that  there  would 
be  a  smaller  percentage  of  these  people  who  are  white  and  a  greater 
percentage  that  are  non white.  That  is  one  myth. 

Do  you  know  that  70  percent  of  the  families  that  are  on  AFDC 
are  dependent  upon  the  mother?  The  father  is  away,  not  there,  or 
dead. 

That  is  another  fact  from  the  survey  of  the  AFDC  program. 

Mr.  Weingarten.  Yes,  sir.  We  also  believe,  sir,  that  the  present  ad- 
ministration encourages  fathers  to  technically  desert  to  qualify  their 
wives  and  children  for  assistance. 

The  Chairman.  I  have  heard  that,  also,  but  in  some  of  the  22  States 
where  they  have  the  program  of  aid  to  dependent  families,  where  the 
father  is  unemployed  and  he  doesn't  have  to  leave  in  order  for  his  fam- 
ily to  be  eligible  for  assistance,  the  desertion  rates  are  greater  than  in 
some  of  the  States  where  they  don't  have  the  program  of  aid  to  de- 
pendent children  because  of  the  unemployment  of  the  father. 

I  don't  know  what  that  means,  but  I  don't  think  we  can  generalize 
on  that  particular  point. 

I  am  not  arguing  with  you.  I  just  don't  want  to  continue  working 
with  myths.  I  want  facts. 

Are  you  aware,  also,  that  50  percent  of  the  families  nationwide  that 
are  on  AFDC  have  one  or  two  children  ? 

Mr.  Weingarten.  Yes,  sir. 

The  Chairman.  That  another  30  percent  have  three  or  four 
children  ? 

Mr.  Weingarten.  Yes,  sir. 

The  Chairman.  We  have  been  told,  also,  that  most  of  them,  the 
majority  of  them,  are  possessed  of  more  than  this  number  of  children. 
That  is  another  myth. 

Seventy  percent  of  the  families  that  are  on  AFDC  nationwide  get 
less  than  $200  a  month.  Do  you  realize  that  ? 

Mr.  Weingarten.  Yes,  sir. 

The  Chairman.  That  70  percent  of  these  mothers  who  are  heads  of 
the  household  that  is  on  AFDC  have  at  least  an  eighth  grade 
education  ? 

I  always  thought  that  a  person  possessed  of  at  least  an  eighth  grade 
education,  and  there  are  many  of  them,  was  susceptible  of  training 
for  work. 

Mr.  Weingarten.  Well,  they  probably  are,  sir,  but,  of  course,  in  the 
entire  country  

The  Chairman.  I  am  sure  many  of  the  employees  of  the  companies 
represented  by  management  on  your  committee,  Mr.  Wilson,  have  no 
more  than  an  eighth  grade  education. 

Mr.  Wilson.  I  would  like  to  make  a  few  comments,  if  I  may,  Mr. 
Chairman. 

The  Chairman.  I  want  you  to. 

Mr.  Wilson.  In  connection  with  your  first  point  about  suscepti- 
bility to  training,  I  think  the  efforts  in  industry  in  the  past  2  or  3 
years  would  indicate  that  after  very  great  difficulty,  many  halting 
starts  and  failures,  we  are  beginning  to  learn  a  little  bit  about  how  to 
take  some  of  these  people,  men  and  women,  who  have  very  little 
qualification  compared  to  the  qualification  standards  we  used  to  have 
3  or  4  years  ago,  and  if  we  will  spend  a  great  deal  of  extra  time  and 
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effort  we  can  make  them  employees  who  are  very  valuable  employees 
with  very  little  more  turnover  than  among  our  normal  group. 

We  have  done  that,  for  example,  reasonably  successfully  in  our  own 
corporation,  and  I  know  that  of  many  others. 

The  second  point  that  you  have  developed  about  the  series  of  myths, 
I  think,  goes  right  to  the  heart  of  one  of  the  strongest  recommenda- 
tions we  have  made;  namely,  that  this  kind  of  research  is  probably 
going  to  need  governmental  direction.  I  think  it  is  almost  beyond 
the  capacity  of  private  people  to  do  and  we  certainly  had  no  capacity 
to  do  it. 

What  we  need  are  facts,  and  I  think  the  Nation,  both  the  public 
sector  and  the  private  sector,  needs  more  facts  about  these  things. 
Therefore,  we  hope  that  it  will  be  incorporated  into  the  legislation. 

The  Chairman.  I  was  trying  to  agree  with  the  thought  expressed 
in  your  paper  that  that  is  what  we  need  in  order  to  get  away  from 
some  of  the  myths. 

There  is  no  question  about  it.  We  need  information.  But  when  the 
Department  itself  has  become  convinced — not  necessarily  the  pres- 
ent leadership  but  the  previous  leadership  of  the  Department  ap- 
parently was  without  any  such  study — that  there  are  only  about 
50,000  of  these  heads  of  families  who  are  capable  of  training  and 
work,  I  can't  accept  that.  I  can't  accept  it  because  I  know  of  other 
situations.  For  example,  OIC — a  program  that  you  perhaps  know 
about — working  under  grants  from  the  Departments  of  Labor  and 
HEW,  the  poverty  program,  and  the  Ford  Foundation,  at  a  cost  of 
about  $40  per  person  per  month,  over  a  period  of  6  to  9  months,  con- 
verted mothers,  both  black  and  white,  in  one  particular  county  from 
relief  to  employment.  They  obtained  very  fine  jobs,  in  hospitals, 
nursing  homes,  things  of  that  sort,  all  of  them,  and  they  were  pleased 
that  they  were  permitted  to  get  training  and  get  off  of  welfare. 

Now,  this  was,  of  course,  completely  voluntary.  These  mothers  went 
to  OIC  asking  for  training.  It  can  be  done.  If  it  can  be  done  in  one 
area  to  that  extent,  it  can  be  done  in  other  areas  and  the  number  of 
families  benefitted  will  exceed,  far  exceed,  any  50,000  or  60,000  people. 

Now,  I  think  this  is  a  loss  of  the  greatest  resource  we  have.  The 
greatest  resource  we  have  are  men  and  women.  I  think  it  is  the  re- 
sponsibility, very  frankly,  of  government,  business,  labor,  of  every  seg- 
ment of  our  great  country,  to  see  to  it  that  these  people  have  every 
opportunity  in  the  world  to  help  themselves. 

I  am  a  little  bit  discouraged,  however,  when  I  find  that  most  of  the 
witnesses  who  come  before  the  committee,  are  thinking  only  in  terms — 
maybe  I  am  wrong,  but  this  is  my  analysis  of  it — of  keeping  them  in 
status  quo  by  insuring  that  they  get  everything  that  is  required  for 
minimal  living  standards. 

Mr.  Wilson.  If  I  gave  you  that  impression,  sir,  then  I  didn't  say 
it  very  well. 

The  Chairman.  I  got  that  impression  from  what  you  were  saying. 
Mr.  Wilson.  I  am  sorry. 

The  Chairman.  The  President  only  goes  halfway.  In  other  words, 
$1,600  is  not  even  half  of  what  is  needed  for  the  maintenance  of  the 
family.  There  should  be  no  need  for  compulsion  with  respect  to  the 
training  of  people  on  this  program.  Your  thought,  as  expressed  by 
Mr.  Weingarten,  is  that  most  of  the  men,  even,  who  are  on  the  pro- 
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gram,  are  not  capable,  physically  or  mentally  or  both  of  being  trained. 
This  leads  me  to  believe  that  you  are  talking  in  terms  of  just  insuring 
the  status  quo  at  a  higher  minimal  living  standard. 

Mr.  Wilson.  May  I  respond  very  briefly,  Mr.  Chairman  ? 

We  are  supporting  something  that  admittedly  is  only  a  step.  We 
have  to  refer  to  the  base.  Present  welfare — you  know,  to  work  you  are 
taxed  a  hundred  percent.  There  is  a  movement  to  let  people  receive 
some  of  the  values  from  work  in  this  administration's  proposal.  This 
is  a  step  forward. 

The  Chairman.  I  would  go  further  than  you  would  go  in  support- 
ing these  people,  and  their  families  while  they  are  training.  I  would 
do  that  and  continue  to  support  them  even  if  it  is  subsidizing  employ- 
ers until  they  are  thoroughly  tested  and  can  be  assured  that  they  will 
remain  in  the  work  force,  because  I  know  people  in  my  home  State 
that  are  on  welfare  in  these  families.  I  know  them  and  I  have  never 
seen  one  of  them  yet  that  hasn't  told  me  that  he  or  she  would  welcome 
an  opportunity  to  take  training.  They  are  dependent  on  welfare  either 
because  of  lack  of  education  or  lack  of  training,  or  both.  That  is  why 
they  are  there.  But  nobody  can  tell  me  that  they  are  there  just  because 
of  what  they  get.  They  don't  even  get  enough  to  live.  The}7  may  in 
some  States,  but  they  don't  in  mine. 

Mr.  Wilson.  We  agree  wih  you  wholeheartedly.  The  brevity  of  this 
statement  probably  is  its  fault. 

In  the  conference's  work  the  point  that  you  are  now  making  were 
emphasized  very  strongly. 

I  would  like  the  record  to  show  what  you  said.  You  said  it  more 
eloquently  that  I  have  ever  heard. 

The  Chairman.  I  am  not  trying  to  argue  with  you,  Mr.  Wilson.  I 
just  feel  very  strongly  about  some  of  these  things  and  I  feel  that  your 
group,  the  Arden  House  Committee  on  Public  Welfare,  could  render 
a  great  service  to  us  if  you  could  prepare  within  the  areas  represented 
by  the  management  of  the  companies  on  your  committee  a  profile  of 
employment  opportunities  that  are  going  begging  in  those  communi- 
ties, because  I  must  say  that  it  is  a  great  waste  of  money  to  train  some- 
body for  a  nonexistent  job. 

What  we  need  to  do,  in  my  opinion,  is  to  relate  the  abilities  of  these 
people  and  their  capabilities  for  work  after  being  trained  to  the  op- 
portunities that  exist  in  the  communities  where  they  live. 

Most  of  these  cases,  of  course,  are  in  the  100  to  125  large  cities.  We 
know  that.  That  is  also  where  most  employment  opportunities  are.  But 
we  don't  know  enough  about  the  job  opportunities.  You  can't  get  it 
from  the  Department  of  Labor.  In  the  Employment  Service  they  don't 
have  a  complete  list  of  job  openings.  You  will  find  that  the  employ- 
ment offices  won't  even  know  about  job  opportunities  20  miles  distance 
from  the  office  because  the  employers  haven't  called  in.  They  haven't 
said  anything  to  the  employment  office  about  them.  The  business  com- 
munity can  assist  by  doing  that, 

Now,  we  pick  up  "the  Washington  Post  every  Sunday  morning  and 
see  three  complete  sections  of  the  paper,  at  least,  devoted  to  want  ads, 
wanting  somebody  to  work,  notices  of  available  jobs,  but  not  all  of 
them  are  on  record  with  the  employment  office  here.  You  can't  look  to 
that  office  for  a  complete  picture. 

Mr.  Wilson.  No,  that  is  true. 
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The  Chairman.  But  your  company  knows  how  many  people  it 
would  like  ro  haye  employed  that  it  doesn't  have  now.  All  these  other 
companies  know  the  same  thing.  And  you  know  exactly  where  your 
plants  are  located.  If  that  information  could  be  obtained  and  related 
in  some  way,  to  the  manpower  potential  of  those  needing  work,  then 
I  think  we  could  haye  a  training  program,  a  job  opportunity  program, 
for  these  people  that  would  mean  something. 

But  I  am  too  often  impressed  in  talking  to  these  mothers  particu- 
larly, by  the  disillusionment  they  encounter  at  the  end  of  training,  "I 
am  trained  for  a  particular  job  but  nobody  can  find  me  that  kind  of 
work." 

Mr.  Wilson.  One  quick  example  :  Much  can  be  done  in  the  local  com- 
munities. Rochester  has  done  a  great  deal  this  way  and  we:  finally,  a 
group  of  industries  there,  decided  that  to  avoid  this  last  serious  point 
you  make,  that  we  would  haye  to  put  the  people  on  the  payroll  before 
the  training  began  and  assure  them  of  the  jobs,  and  there  is  a  com- 
plete profile  of  what  is  available  in  Rochester,  and  there  has  been  a 
real  movement  from  unemployed  people,  unqualified  people,  into 
industry  there. 

I  am  not  sure  whether  any  particular  group  of  industries  can  cope 
with  this  on  a  national  basis,  however. 

The  Chairman.  I  don't  know  whether  any  can  or  not.  Maybe  the 
national  organizations  of  businessmen  could  help  in  developing  this 
kind  of  a  job  opportunities  profile. 

What  disturbs  me  about  the  whole  of  it  is  I  know  that  if  a  mother 
stays  on  welfare  until  she  reaches  the  age  of  45  or  50  there  is  no  need 
of  training  her  then  because  none  of  your  companies  will  employ 
her.  If  you  are  not  going  to  employ  her.  it  means  then  that  she  must 
be  trained  for  some  job  below  subsistence  living  standards.  We  don't 
want  that. 

Mr.  Wilson.  Right. 

The  Chairman.  If  we  can  train  that  mother  at  a  younger  age  she 
has  a  chance  to  gain  employment.  But  now  you  are  saying  that  maybe 
we  should  not  because  she  has  young  children  in  the  home,  or  even 
in  school. 

Air.  Wilson.  What  we  are  suggesting,  Mr.  Chairman,  is  that  she 
be  given  a  choice  but  the  motivation,  the  financial  motivation,  should 
be  geared  so  that  she  would  rather  work  than  do  that. 

The  Chairman.  If  we  raise  the  amount  of  money  that  she  gets 
while  she  is  on  welfare,  how  do  we  motivate  her  to  get  off  of  welfare  ? 

Mr.  Wilson.  Because  the  bill  provides  that  she  doesn't  lose  all  her 
welfare  support  as  she  increases  

The  Chairman.  Existing  law  provides  for  that.  too.  Existing  law 
provides  for  it. 

Mr.  Wilson.  It  doesn't  work  out  in  a  great  many  States. 

The  Chairman.  Xo,  it  doesn't  work  out  because  they  are  not  referred 
for  training  and  if  they  are  referred,  they  are  trained  for  something 
that  doesn't  exist  in  too  many  instances,  in  my  opnion.  I  can't  prove 
it.  And  there  is  too  great  a  variation  among  the  States  as  to  the  num- 
ber of  people  that  are  referred.  Look  at  the  figures  for  the  State  of 
California  and  State  of  Xew  York.  Certainly  if  people  in  California 
can  be  referred,  people  in  Xew  York  can  be  referred.  But  they  are  not 
being  referred  on  anything  like  the  same  basis.  So  that  is  the  fault 
of  administration,  apparently. 
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All  of  these  things  have  worked  against  any  success  with  respect 
to  the  1967  amendments. 
Mr.  Wilson.  True. 

The  Chairman.  As  I  view  the  President's  suggestion,  what  he  is  do- 
ing is  taking  the  1967  amendments  and  just  adding  to  them.  We  have 
clay  care  provided  for.  We  have  work  and  training  care  provided  for. 
We  haven't  provided  as  much  money. 

Mr.  Weingarten.  May  I  say  something  ? 

The  Chairman.  Yes,  sir. 

Mr.  Weingarten.  New  York  City,  for  example,  has  almost  1,000 
people  receiving  public  assistance. 
The  Chairman.  One  million. 

Mr.  Weingarten.  I  am  sorry,  1  million.  And  we  have  day  care  fa- 
cilities in  the  city  for  slightly  less  than  10,000  children.  The  shortage 
of  day  care  facilities  throughout  the  country  is  enormous. 

The  Chairman.  I  know  it  is.  I  certainly  don't  want  these  mothers 
offered  training  even  on  a  voluntary  basis  and  have  to  leave  the 
children  unprotected  or  uncontrolled,  even  in  the  home.  They  must 
be  taken  care  of  some  way  and  the  day  care  center  is  the  only  way  I 
can  see  that  you  can  reliably  take  care  of  them.  But  the  day  care  center 
operation  itself  offers  tremendous  employment  opportunities  for  these 
very  mothers. 

Mr.  Weingarten.  Yes,  it  does. 

Mr.  Wilson.  Of  course. 

Mr.  Weingarten.  The  legislation  proposes  approximately  450,000. 
The  New  York  State,  however,  needs  about  350,000  day  care  facilities 
alone  for  its  welfare  population. 

The  Chairman.  I  was  very  much  impressed  by  the  statements  made 
to  me  in  answer  to  my  questions  by  Dr.  Dumpson  of  Forclham  Uni- 
versity who  used  to  be  head  of  the  

Mr.  Weingarten.  Yes;  the  dean  of  the  Social  Work  School. 

The  Chairman.  But  he  used  to  be  head  of  the  New  York  Welfare 
Department,  was  he  not  ? 

Mr.  Weingarten.  Yes,  sir. 

The  Chairman.  In  explaining  to  me  the  reason  for  the  doubling 
of  the  numbers  of  families  on  AFDC  in  New  York  City  in  the  years 
1966,  1967,  and  1968.  They  more  than  doubled  and  it  was  not,  in  his 
opinion,  altogether  what  we  have  been  told  by  some,  the  result  of 
migration  from  other  parts  of  the  United  States  into  New  York  City, 
not  that  at  all. 

Mr.  Burke? 

Mr.  Burke.  Do  you  believe  a  lot  of  the  fault  and  troubles  that  these 
people  have  in  getting  jobs  lies  with  our  educational  system?  I  am 
referring  particularly  to  the  type  of  student  who  shows  that  he  hasn't 
the  capacity  to  go  along  and  go  through  college  who  might  be  di- 
rected in  another  way  to  vocational  training.  Is  there  an  attitude  on 
the  part  of  many  of  our  people  who  seem  to  demean  some  of  these 
dignified  jobs  that  these  people  could  hold?  Is  there  a  lack  of  incentive 
to  go  into  a  vocational  school  and  learn  some  of  the  trades  and  crafts 
that  could  be  very  well  paying  for  them  later  on  in  life  ? 

Do  you  believe  there  has  been  a  failure  on  the  part  of  the  educa- 
tional system  and  there  has  been  too  much  emphasis  placed  on  the 
need  of  a  college  degree  and  a  master's  degree  and  Ph.  D.'s,  and  this 
has  been  established  as  the  all-time  goal  for  the  youngster  ?  The  young- 
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ster  realizing  that  he  can't  make  this  goal  just  gives  up  and  doesn't 
go  in  some  other  direction  where  he  could  be  of  practical  use  to  his 
community. 

Mr;  TVilsox.  Mr.  Burke,  I  am  sure  that  is  a  very  powerful  point 
that  you  make.  By  the  same  token,  I  also  feel  in  some  of  the  par- 
ticularly urban  areas  which  I  know  better  than  other  areas,  that  the 
opposite  is  true,  that  the  environment  in  which  certain  people  live 
in  inner  cities  is  such  that  they  really  have  no  motivation  to  get  what 
education  there  is,  vocational  or  otherwise,  and  I  think  at  a  very 
young  age,  and  I  think  this  point  of  interrelatedness  on  which  we 
place  such  great  emphasis  is  a  very  key  point. 

We  believe  that  over  the  generations  the  improvement  of  education 
at  the  earliest  age  is  terribly  important.  Otherwise,  people  can't  have 
really  useful  employment  of  the  kind  Mrs.  Griffiths  was  talking  about. 

Mr.  Burke.  For  instance,  in  my  district  we  have  a  vocational  high 
school.  Our  community  in  cooperation  with  the  Federal  Government 
and  the  State  have  spent  $5  million  on  this  school  and  they  are  train- 
ing hundreds  of  youngsters  in  many  crafts  and  the  employers  are 
lined  up  waiting  for  the  graduates  of  this  school. 

I  think  that  there  is  an  attitude — it  is  almost  a  snobbish  attitude — 
that  if  you  go  into  the  trades  there  is  something  demeaning  or  down- 
grading, about  it.  We  must  at  least  be  a  little  bit  realistic  and  try  to 
give  to  this  man  the  dignity  of  the  job  that  he  is  doing,  whether  he 
is  driving  a  truck,  whether  he  is  a  steamfitter  or  a  pipefitter,  or 
some  other  type  of  a  mechanic,  and  I  think  that  the  fault  lies  almost 
in  our  educational  system. 

So  many  of  these  young  men  and  women  today  find  out  that  they 
have  sucl/a  tremendous  goal  to  reach  in  completing  a  college  educa- 
tion. Many  of  these  youngsters  have  talent  with  their  hands  and  they 
have  a  talent  that  could  be  used  in  another  way  and  yet  we  do  not 
find  society  going  in  and  encouraging  these  people  to  learn  these 
crafts  where  they  would  be  a  benefit  to  society. 

I  believe  your  organization  could  look  into  this  problem  and  see  if 
there  isn't  &  way  where  we  could  raise  up  these  people  and  give  then 
an  associate  degree  after  they  complete  so  many  years  of  study  and 
training  in  a  certain  vocation.  Put  some  dignity  into  it  and  stop 
placing  the  emphasis  on  the  Ph.  D.  We  have  so  many  Ph.  D.'s  in  this 
country  today  that  they  are  tripping  over  each  other. 

Now,  I  believe  it  is  time  to  look  into  the  educational  system  and 
see  if  there  isn't  some  way  we  can  recognize  the  dignity  that  these 
people  are  entitled  to.  Lord  knows  when  you  need  a  plumber  in  your 
home  and  the  plumbing  is  backed  up,  you  know  that  that  plumber  is 
just  as  important  as  getting  a  doctor  there  for  someone  who  is  sick 
later  on. 

If  your  wiring  is  gone  in  the  house  and  you  need  an  electrician, 
he  is  important  right  at  that  particular  point,  but  the  trouble  is  that 
our  society  looks  down  and  tends  to  demean  these  positions  and  I  think 
that  our  whole  public  school  system  needs  a  reappraisal.  There  is  just 
not  the  time  given  to  the  individual  student,  and  this  is  true  through- 
out the  country. 

I  imagine  in  New  York  City  that  there  are  thousands  and  thousands 
of  youngsters  who  have  gone  out  of  high  school,  dropped  out  maybe 
in  their  second  or  third  year,  who  if  someone  who  was  qualified  ^sat 
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down  and  gave  that  youngster  10  minutes  of  his  time  would  have 
proved  to  be  a  worthy  citizen  and  a  productive  citizen  and  that  is 
what  I  think  your  organization  could  look  into. 

Mr.  Wilson.  Thank  you  very  much. 

The  Chairman.  Mr.  Corman  ? 

Mr.  Corman.  Thank  you,  Mr.  Chairman. 

Mr.  Wilson,  I  am  very  impressed  with  your  statement.  I  take  it 
if  we  are  going  to  move  people  off  of  welfare  rolls  and  into  jobs  that 
we  really  need  two  basic  things.  The  first  is  motivation  and  the  sec- 
ond is  opportunity,  for  training  and  then  for  jobs.  Let  us  look  a  min- 
ute at  motivation.  I  get  from  your  statement  that  hunger  is  not  an 
acceptable  motivation,  that  there  is  clearly  another  kind  of  moivation 
in  our  society  and  that  we  ought  not  to  set  that  basic  living  standard  at 
such  a  figure  that  hunger  will  become  the  motivation  on  which  we  rely. 

Is  that  a  fair  observation  ? 

Mr.  Wilson.  Yes,  I  think  that  is  a  fair  observation  as  far  as  I  am 
concerned.  I  think  the  motivation  to  grow  in  the  society,  to  earn  some 
additional  money,  is  powerful  enough  to  do  the  job  without  having 
people  starving. 

Mr.  Corman.  Isn't  it  true  that  today  hunger,  not  only  failing  to  be 
a  motivation,  probably  is  so  destructive  of  both  the  physical  and 
acceptable  motivation,  that  there  is  clearly  another  kind  of  motivation 

Mr.  Wilson.  I  think  this  was  the  point  we  were  trying  to  make 
about  the  interrelatedness  of  these  things.  It  creates  so  many  other 
vicious  social  problems  that,  to  be  just  cold-blooded  about  it  and  not 
humanitarian,  it  is  uneconomical. 

Mr.  Corman.  The  proposal  to  minimize  the  cost  for  the  welfare  re- 
cipient, if  he  goes  to  work,  I  take  it,  has  your  support  and  perhaps  we 
could  move  to  a  relatively  much  higher  figure  of  welfare  plus  the  part 
of  earned  income  that  is  retained  by  this  family. 

Mr.  Wilson.  Yes.  We  think  that  the  opposite  attitude  tends  to  per- 
petuate dependency  and  welfarism,  and  we  would  like  to  take  the  risk. 

Mr.  Corman.  If  we  look  a  moment  at  opportunity,  it  seems  to  me 
that  we  can  almost  all  agree  that,  whether  we  are  going  to  require  the 
mother  to  move  out  of  the  home  or  merely  give  her  the  opportunity 
to  move  out  of  the  home  into  training  or  job,  that  is  going  to  be  a  tre- 
mendously expensive  undertaking  for  the  Government,  I  refer  partic- 
ularly to  the  fact  that  in  the  administration's  proposal  they  fix  $1,600 
as  the  amount  of  money  that  a  family  of  four  ought  to  subsist  on.  They 
also  fix  at  $1,600  the  amount  of  money  it  is  going  to  cost  to  keep  a 
single  preschool  child  in  a  day  nursery  during  the  hours  that  a  mother 
works. 

It  seems  to  me,  those  two  figures  aren't  realistic.  Either  one  or  the 
other  isn't. 

Is  that  a  fair  observation  ? 

Mr.  Wilson.  I  am  not  sure. 

Victor,  do  you  want  to  take  that  ? 
>  Mr.  Weingarten.  We  agree,  and  I  think  we  also  find  other  inequi- 
ties. For  example,  in  the  administration's  proposal  two  aged  people 
would  receive  $2,160  a  year,  a  family  of  four  $1,600  a  year.  We  find 
serious  question  about  that  disparity  as  well. 

Mr.  Corman.  The  other  thing,  looking  realistically  at  the  invest- 
ment we  are  going  to  have  to  make  in  this  mother— the  problems 
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are  quite  different  when  you  are  talking  about  a  male  head  of  the 
household  where  there  are  two  parents  in  the  home— but  looking  at 
the  mother  head  of  household,  if  it  is  only  one  or  two  children  it 
gets  more  difficult  as  you  get  up  the  line,  just  the  cost  of  caring  for 
the  child  during  her  training  period  and  during  those  years  when 
she  is  not  going  to  be  able  to  be  self-sufficient,  that  is  going  to  require 
a  tremendous  investment  of  public  resources,  isn't  that  correct « 
Mr.  Wilson.  Yes. 

May  I  say  it  may  have  one  other  great  value  if  it  is  done  well. 
Certainly  one  of  the  key  problems  that  we  face  in  this  part  of  the 
population  is  to  get  the  process  of  education  started  early.  I  think 
the  Headstart  program,  for  example,  is  one  that  is  controversial  but 
most  people  believe  it  is  invaluable.  If  those  day  care  centers  can  be- 
come a  part  of  the  process  of  education  it  will  be  an  investment  for 
future  generations  that  might  be  extremely  valuable. 

Mr.  Gorman.  Yes,  sir. 

Mr.  Weingarten.  Just  one  other  point,  sir.  In  addition  to  the  high 
cost  of  child  care,  I  think  our  committee  came  to  grips  with  that  and 
we  agree  with  the  chairman's  point  of  view,  that  despite  the  cost, 
it  is  socially  desirable  to  encourage  that  mother  to  become  trained 
and  employable  as  early  as  possible,  providing  the  community  can 
provide  some  adequate  care  for  those  children. 

Mr.  Gorman.  Yes,  sir. 

My  point  is  not  at  all  that  we  should  not  do  it.  I  think  if  we  are 
going  to  do  it,  and  particularly  if  we  are  going  to  use  some  coercion 
on  the  welfare  recipient  to  participate  in  this  program,  then  we  must 
look  realistically  at  how  many  dollars  we  are  talking  about  spend- 
ing for  that  item  of  cost  which  is  the  care  of  the  infant  minor  child 
during  all  of  those  years,  and  the  second  one  is  the  training. 

We  rejected  the  Job  Corps  theory  of  training  for,  I  suppose,  a  num- 
ber of  reasons,  but  one  of  them  was  that  it  was  too  much  of  a  per 
capita  investment  for  training  an  individual. 

Do  you  have  any  estimate  of  what  kind  of  a  per  capita  investment 
it  would  take  to  train  a  woman  with  an  8th  grade  education  to  the 
point  where  she  is  going  to  have  a  salable  skill  in  today's  labor 
market  ? 

Mr.  Wilson.  I  can't  answer  that  except  to  say  that  the  range  is 
very  great.  To  take  our  own  experience,  we,  as  a  corporation  through 
our  own  expenditures  rather  than  governmental  expenditures,  very 
few  thousand  dollars  per  person,  took  a  man  or  a  woman  who  was 
absolutely  unqualified  to  become  a  part  of  our  organization  and  most 
of  them  ha  ve  done  very  well.  # 

The  point  that  I  would  like  to  suggest  is  that  I  think  the  climate 
has  been  achieved  where  Government  can  get  some  help  from  private 
corporations  who  feel  a  responsibility  toward  this  thing  and  the  two 
things  together  would  not  make  it  an  unbearable  financial  burden. 

Mr.  Corman.  No,  sir.  Again  I  agree.  I  think  it  is  dollars  very  well 
invested. 

We  invest  in  other  kinds  of  physical  things,  dams  and  so  forth,  and 
the  ratio  of  return  probably  isn't  as  great  as  it  would  be  in  a  sense 
making  employable  a  22-year-old  woman  and,  therefore,  changing  her 
relationship  with  the  Government  for  25  or  30  years,  but  it  does  seem 
to  me  that  we  have  to  look  realistically  as  how  many  dollars  we  are 
going  to  spend  on  that  woman  in  the  first  year. 
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Mr.  Wilson.  Yes,  of  course.  I  really  don't  think,  Mr.  Corman,  that 
we  have  the  competence  or  the  time  truly  to  do  this.  I  don't  want  to 
keep  coming  back  to  this  point,  but  we  believe  that  research  into  these 
things  should  be  a  part  of  this  legislation  with  much  greater  emphasis 
than  it  is. 

Mr.  Corman.  The  final  step  we  are  going  to  have  to  have  is,  of 
course,  the  job  itself. 
Mr.  Wilson.  Right. 

Mr.  Corman.  And  between  the  effect  of  automation  on  low  skilled 
jobs  or  semiskilled  jobs  and  at  least  the  present  steps  to  fight  inflation 
by  eliminating  a  substantial  number  of  jobs,  don't  you  think  we  are 
going  to  have  some  difficulty  coupling  that  training  with  the  jobs? 

Mr.  Wilson.  Yes,  this  is  the  key  question  in  many  ways,  and  I  don't 
think  we  have  sufficiently  good  crystal  balls  to  see  our  way  through 
other  than  to  use  a  cliche  that  the  growth  of  the  economy  is  the  acid 
test.  If  that  doesn't  go  on  vigorously,  we  are  in  a  hopeless  bind. 

Mr.  Corman.  There  are  probably  a  great  number  of  jobs  that  are 
not  being  done  that  need  to  be  done  in  the  service  area  but,  as  I  under- 
stand the  great  industrial  efforts  there  is  so  very  little  in  the  future 
in  the  way  of  unskilled  jobs.  Is  that  a  fair  observation? 

Mr.  Wilson.  Well,  the  proportion  is  declining,  yes,  but  I  am  not  sure 
whether  absolutely  they  will. 

Mr.  Corman.  But  as  we  eliminate  other  kinds  of  jobs,  particularly 
jobs  in  government,  the  people  who  are  more  qualified  are  going  to 
get  the  jobs  that  require  lesser  skill  and  those  who  are  unskilled  and 
semiskilled  are  going  to  again  be  back  in  this  great  layer  of  people 
who  do  not  have  jobs. 

Mr.  Wilson.  Yes.  We  are  getting  a  little  bit  away  from  welfare  and 
getting  into  social  theory  and  I  am  not  sure  I  was  prepared  for  this, 
but  the  point  that  I  would  like  to  make  is  that  the  growth  of  the  econ- 
nomy  and  earlier  and  more  persistent  efforts  at  education  probably 
over  the  generations  are  the  only  real  answers  to  the  questions  that  you 
are  propounding  to  me. 

Mr.  Corman.  You  indicated  that  you  support  100  percent  Federal 
financing  through  welfare  but  recognize  that  that  may  be  some  time 
in  coming,  if  it  ever  does.  Would  you  agree  that  our  first  order  of 
business  ought  to  be  to  remove  the  cost  of  welfare  from  local 
government  ? 

Mr.  Wilson.  I  am  making  an  assumption  that  it  is  going  to  be  too 
big  a  task  for  local  government  to  truly  live  with  and  that  only  the 
Federal  Government  probably  will  have  the  capacity  to  do  it,  and 
this  should  be  a  very  high  priority  once,  if  ever,  some  of  the  other 
pressures  on  the  Federal  Government  decline  proportionately.  It 
should  be  a  very  high  priority,  perhaps  the  highest  one  domestically. 

Mr.  Corman.  I  wouldn't  want  to  fail  to  recognize  that  there  is  a 
level  of  government  at  the  State  level  which  has  a  much  broader  tax 
base  than  local  government.  My  concern  is  that  we  ought  to  get  all 
of  the  cost  of  public  welfare  off  of  cities  and  counties,  as  quickly  as 
we  can  and  I  think  that  is  a  much  higher  priority  than  trying  to  re- 
lieve the  States  of  their  portion  of  it. 

Mr.  Wilson.  That  may  be. 

Mr.  Corman.  One  of  the  problems  being,  of  course,  welfare  goes  to 
a  relatively  small  number  of  people  who  live  in  cities  and  counties. 
Cities  are  hard  put  to  provide  for  the  public  services  which  serve  the 
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total  community  and  it  seems  to  me  there  is  great  animosity  between 
the  taxpayer  and  the  poor  because  of  that  fact. 

Did  your  study  get  into  that  at  all  ? 

Mr.  Wilson.  I  think  this  is  true. 

The  point  that  we  make  about  interrelation  and  that  a  very  much 
higher  proportion  of  the  cost  of  these  local  services  goes  to  take  care 
a  very  small  proportion  of  the  population  is  that  one  of  the  best 
ways  to  help  the  local  governments  would  be  to  relieve  this  problem. 

Mr.  Corman.  I  would  just  like  to  underscore,  again,  that  I  think 
that  hunger  and  lack  of  medical  care  are  not  only  not  motivation  for 
people  to  improve  their  lot  in  life  but  are  counterproductive  to  motiva- 
tion in  raising  the  standard  of  living. 

Mrs.  Griffiths.  Will  the  gentleman  yield  ? 

Mr.  Gorman.  I  will  in  just  a  second. 

But  raising  the  minimum  standard  that  they  have  and  then  holding 
out  for  them  the  motivation  of  increasing  their  living  standards 
through  their  efforts  would  be  a  more  workable  motivation  in  this  area. 

I  yield  to  the  gentlewoman. 

Mrs.  Griffiths.  I  want  to  make  clear  that  I  don't  really  feel  people 
should  go  hungry.  I  think  what  I  meant  is  that  the  possibility  of  star- 
vation is  really  what  has  made  most  of  us  work.  The  truth  is  that  I 
began  life,  I  think  working  in  a  soda  fountain,  and  I  made  quite  good 
chocolate  sodas,  but  I  like  it  better  here. 

But  I  worked  to  make  money  to  survive.  So  that  when  we  say  that 
we  are  motivated  to  come  to  Congress  or  to  be  the  President  of  Xerox, 
or  whatever,  that  is  only  the  frosting  on  the  cake.  You  really  worked 
to  live,  originally,  and  anything  else  is  just  window  dressing. 

Mr.  Wilson.  Surely.  I  wholeheartedly  believe  that  and  I  would 
hope  that  nothing  I  have  said  would  lead  you  to  think  otherwise.  All 
I  am  suggesting  is  what  Mr.  Corman  said  that  this  present  mess  that 
we  are  in  in  the  welfare  group  is  so  great  that  they  just  don't  see  any 
way  out  of  it  because  as  they  move  up  a  little  bit  it  is  taken  away 
from  many  places  and  that,  I  think,  should  be  stopped. 

The  Chairman.  There  is  no  question,  Mr.  Wilson,  but  that  the  way 
the  programs  are  operated  today  many,  many  mothers,  and  fathers 
in  States  where  they  are  eligible  for  assistance,  are  reluctant  to  take 
jobs  because  of  the  difficulty  in  getting  back  on  welfare  if  they  don't 
succeed  in  those  jobs.  Of  course  that  is  a  problem  everywhere. 

Mr.  Corman.  One  final  question,  if  I  may. 

The  bill  does  not  require  that  the  job  which  a  recipient  be  required 
to  take  meet  minimum  wage  standards.  The  Secretary  of  Labor  made 
the  point  that  you  should  not  legislate  minimum  wage  standards  here. 
It  seems  to  me  that  there  is  another  issue  involved  and  that  is  that  if 
Government  subsidy  goes  to  people  who  are  employed  in  substandard 
or  below  minimum  wage  jobs  that  in  a  true  sense  wre  are  subsidizing 
the  employer  not  the  recipient.  Is  that  a  fair  observation? 

Mr.  Wilson.  The  question  of  minimum  wages  in  its  relation  to  this 
is  so  terribly  complicated  in  its  effect  upon  every  other  job  in  the 
whole  economy  that  I  must  confess  we  see  the  problem  that  you  have 
just  started.  We  haven't  thought  our  way  through  it  yet. 

The  Chairman.  Any  further  questions? 

Mr.  Collier? 
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Mr.  Collier.  As  a  sponsor  of  the  bill  I  wholeheartedly  support  the 
approach  that  is  embraced  in  it.  However,  I  have  reservations  in  that 
there  is  absolutely  no  doubt  in  my  mind  that  the  implementation  of 
the  legislation  that  we  have  before  us  is  going  to  result  in  either  ^ 
colossal  failure  of  the  program  or  its  success.  And  the  crux  of  it,  in 
my  opinion,  lies  in,  No.  1,  providing  adequate  day  care  facilities.  We 
can  talk  until  we  are  blue  in  the  face ;  and  unless  there  are  adequate 
facilities,  we  are  talking  about  something  that  can't  happen. 

Secondly,  I  have  some  very  deep  reservations,  primarily  because  of 
what  we  have  experienced  in  the  past  in  various  types  of  vocational 
training  programs,  as  to  how  that  is  going  to  be  implemented.  For 
example,  3  years  or  so  ago,  under  the  Manpower  Training  Act 
there  were  some  32  young  ladies  who  were  hard  core  either  unem- 
ployed or  underemployed  who  were  enrolled  at  a  local  business  college 
as  participants  in  a  Federal  program. 

When  the  training  period  or  course  was  over,  I  attempted  to  deter- 
mine how  many  of  these  young  ladies,  most  of  whom  had  come  from 
backgrounds  of  being  domestic  servants  or  some  other  very  menial 
type  of  job,  were  placed.  This  course  was  typing,  shorthand,  general 
clerical  work,  and  filing.  As  you  know  there  is  a  great  shortage  of 
this  type  of  help,  particularly  in  the  big  cities.  Nevertheless  no  one 
could  give  me  any  figures  as  to  how  many  of  these  32  girls  were  placed 
in  suitable  jobs.  If  the  department,  because  its  desire  to  look  good  on 
paper,  doesn't  follow  through  on  the  individuals  whom  they  have 
trained,  we  will  never  know  how  successful  or  unsuccessful  these  pro- 
grams are. 

What  they  do,  I  was  told  at  that  time,  is  to  turn  them  loose  on  the 
U.S.  Employment  Service  office.  This  office  sends  them  thither  and  yon 
as  requests  come  in  for  help.  But  at  this  point  and  then  the  problem  is 
placed  squarely  in  the  hands  of  the  personnel  director  of  that  com- 
pany. Unless  the  applicant  should  come  back  and  apply  for  unemploy- 
ment compensation  they  have  no  record  at  all  of  what  subsequently 
happened  as  a  result  of  the  training  that  they  received. 

This,  to  me,  is  unpardonable.  This  is  why  I  firmly  believe  that  these 
vocational  training  programs,  if  they  are  going  to  be  meaningful,  will 
have  to  be  administered  through  the  private  sector  where  the  person 
who  receives  the  training  can  at  least  be  reasonably  assured  of  ade- 
quate and  meaningful  employment.  This  is  not  a  blanket  indictment 
of  the  manpower  training  programs,  but  certainly  this  has  happened 
in  sufficient  areas  to  require  that  there  be  an  agonizing  reappraisal.  In 
my  opinion,  the  program  demands  more  than  just  providing  the  train- 
ing but  in  fact  the  followthrough  that  is  so  necessary  in  determining 
the  success  or  failure  of  the  program. 

Then,  just  briefly  adding  to  the  remarks  which  my  good  friend 
from  Massachusetts  made  with  regard  to  vocational  training  in  the 
high  schools.  I  couldn't  agree  with  him  more ;  90  percent  of  all  high 
school  curricula,  as  you  know,  are  tailored  to  college  entrance.  I  think 
this  is  a  sad  thing,  and  I  think  we  may  attribute  the  high  rate  of  drop- 
outs to  the  fact  that  the  educational  community  has  just  been  indiffer- 
ent to  recognizing  that  every  young  man  or  every  young  lady  who 
enters  high  school  is  just  not  equipped  and  maybe  doesn't  have  the 
desire  to  go  on  to  college. 
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Whether  a  vocational  instructor  is  teaching  printing,  woodwork- 
ing, machine  shop,  or  any  of  the  other  crafts,  high  schools  now  are 
requiring  that  they  have  a  college  degree.  There  is  some  question  in 
my  mind  as  to  whether  a  man  needs  a  college  degree  to  be  able  to 
teach  a  young  man  woodwork  or  teach  him  printing.  I  recognize  that 
his  motivation,  contrary  to  what  Mrs.  Griffiths  said,  in  getting  a  mas- 
ter's degree  is  not  to  eat  but  rather  because  the  pay  scale  in  the  edu- 
cational institutions  automatically  provides  for  a  higher  rate  of  pay 
for  a  teacher  who  has  a  master's  degree  even  if  he  has  the  same  voca- 
tional training  or  gym  classes  all  day.  However,  that  is  a  way  of  life 
and  I  suppose  that  type  of  incentive  is  necessary  to  keep  physical 
education  teachers. 

In  the  final  analysis  I  believe  that  the  most  meaningful  way  to 
accomplish  what  we  are  trying  to  accomplish  in  this  bill  is  to  engage 
and  encourage  the  private  sector  not  only  to  provide  the  training  but 
indeed  to  see  that  that  person  who  receives  the  training  is  not  walk- 
ing from  door  to  door  looking  for  a  job  once  he  has  it. 

Mr.  Wilson.  I  agree. 

The  Chairman.  Any  further  questions  of  Mr.  Wilson? 
Both  of  you  have  been  excellent  witnesses.  We  appreciate  your 
help  very  much. 

Mr.  Wilson.  We  appreciate  the  chance  to  be  with  you,  too.  Thank 
you. 

The  Chairman.  Thank  you,  sir. 

Without  objection,  the  committee  will  recess  until  2  o'clock  this 
afternoon,  when  Mr.  McCrary  will  be  the  first  witness. 
Be  here  promptly  at  2  o'clock,  please. 

(Whereupon,  at  12:45  p.m.,  the  committee  recessed,  to  reconvene  at 
2  p.m.,  the  same  day.) 

Afternoon  Session 

Mr.  Burke  (presiding) .  The  committee  will  please  be  in  order.  Is 
Dr.  McCrary  here  ? 

STATEMENT  OF  DR.  V.  EUGENE  McCRARY,  DIRECTOR,  NATIONAL 
AFFAIRS,  AMERICAN  OPTOMETRIC  ASSOCIATION;  ACCOMPANIED 
BY  RICHARD  W.  AVERILL,  DIRECTOR,  WASHINGTON  OFFICE 

Dr.  McCrary.  Mr.  Chairman,  my  name  is  V.  Eugene  McCrary.  I 
am  director  of  the  Department  of  National  Affairs  of  the  American 
Optometric  Association.  I  am  accompanied  to  the  stand  today  by  Mr. 
Richard  W.  Averill,  who  is  the  director  of  the  Washington  office  of  the 
association. 

Mr.  Burke.  We  welcome  you  to  the  committee  and  you  may  proceed. 

Dr.  McCrary.  Thank  you,  sir.  Mr.  Chairman  and  distinguished 
members  of  the  committee,  thank  you  for  the  opportunity  of  appear- 
ing here  today.  I  am  Dr.  V.  Eugene  McCrary,  an  optometrist  actively 
engaged  in  practice  in  College  Park,  Md.,  director  of  the  American 
Optometric  Association  Department  of  National  Affairs  and  past 
president  of  the  organization.  To  conserve  your  time,  a  brief  biographi- 
cal sketch  is  attached  to  this  statement. 
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INFORMATION"  ABOUT  THE  ASSOCIATION" 

The  American  Optometric  Association  is  a  federation  of  51  opto- 
metric  societies  of  associations  representing  all  the  States  and  the  Dis- 
trict of  Columbia.  Present  membership  in  the  organization  numbers 
12,884  of  the  optometrists  practicing  in  the  Nation  today. 

ASSOCIATION  SUPPORTS  AMENDMENTS  TO  TITLES  II,  V,  XVI,  AND  XVIII 

The  American  Optometric  Association  supports  the  general  concept 
of  increasing  benefits  to  social  security  recipients,  and  commends  the 
Congress  for  attempting  to  alleviate  the  extreme  economic  pressures 
being  experienced  today  by  our  senior  citizens  who  must  live  on  fixed 
incomes  during  a  period  of  rapidly  escalating  living  costs. 

To  conserve  the  committee's  time,  we  ask  permission  of  the  chairman 
to  submit  a  separate  written  statement  and  recommendations  on 
amendments  needed  in  title  II,  title  V,  title  XVI,  and  title  XIX  of  the 
act.  In  this  way,  I  may  limit  my  oral  presentation  today  to  the  pressing 
problems  under  title  XVIII. 

Mr.  Burke.  Without  objection,  it  is  so  ordered. 

Dr.  McCrary.  Specifically,  the  AOA  strongly  supports  legislation 
which  would  increase  certain  health  benefits  under  medicare,  especially 
those  which  would  provide  for  professional  eye  examinations.  Those 
bills  to  which  my  comments  are  germane  are:  H.R.  2367,  H.R.  10291, 
H.E.  11176,  H.E.  13155,  H.R.  13342,  and  H.R,  14282. 

Any  one  of  these  pieces  of  legislation,  with  minor  modifications, 
would  go  a  long  way  toward  meeting  the  need  for  vision  care  for  the 
elderly  which  at  present  is  not  being  satisfactorily  met. 

SUPPLY  AND  DEMAND  FACTORS  IN  HEALTH- CARE  COSTS 

As  each  of  you  is  aware,  the  cost  of  health-care  services  (most  par- 
ticularly of  hospital  costs)  has  increased  most  dramatically  since  the 
inception  of  medicare  and  medicaid  programs  under  titles  XVIII 
and  XIX  of  the  Social  Security  Act. 

This  is  attributable  to  a  variety  of  factors,  but  is  primarily  a  re- 
flection of  an  astronomical  rise  in  hospital  costs.  Costs  for  optometric 
care  and  ophthalmic  appliances  have  decreased  as  a  percentage  of  the 
total  consumer  expenditure  for  health  care.  There  is  little  doubt  these 
programs  under  title  XVIII  and  XIX  have  spawned  a  major  demand 
for  health  care  and  have  had  a  major  impact  on  delivery  of  health 
care  in  the  United  States,  by  temporarily  upsetting  the  balance 
between  the  demand  for  services  and  the  availability  of  health  practi- 
tioners to  supply  the  services. 

In  the  recent  publication,  "Report  of  the  National  Conference  on 
Medical  Costs,"  published  by  the  Department  of  Health,  Education, 
and  Welfare,  Victor  Fuchs,  Ph.  D.,  Associate  Director  of  Research, 
National  Bureau  of  Economic  Research,  states  that  for  the  purposes 
of  the  report  the  term  "medical  care"  refers  to  services  rendered  by 
physicians,  dentists,  and  other  health  professionals  plus  all  the  <roods 
and  services  connected  with  their  word,  or  upon  their  direction. 

Dr.  Fuchs  states : 

*  *  *  Ideally,  one  should  apply  the  demand-supply  analysis  separately  to  hos- 
pitals, dentists,  drugs  and  so  on  because  the  forces  that  influence  the  rost  of 
one  type  of  health  service  are  often  different  from  those  that  influence  another. 
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I  would  just  add  that  we  certainly  concur  in  the  observation. 

On  page  four  of  the  publication  in  which  Dr.  Fuchs'  comments 
appear,  a  chart  shows  the  percentages,  nationally,  of  expenditures  for 
eyeglasses  and  professional  services  in  the  private  consumer  sector. 
With  respect  to  costs  of  vision  care  and  related  services,  expenditures 
for  eyeglasses  and  appliances  in  the  private  consumer  sector  dropped 
from  5.7  percent  of  total  national  health  expenditures  in  1950  to  4.3 
percent  in  1965.  The  same  chart,  showing  "other  professional  services," 
a  category  which  includes  optometrists,  represented  4.4  percent  of 
total  national  expenditures  in  1950,  and  only  2.9  percent  of  the  total 
in  1965.  Considering  the  fact  that  optometrists  provide  over  70  percent 
of  all  vision  care  and  related  materials  nationally,  these  figures  speak 
well  for  the  efficiency  of  the  delivery  of  vision  care  services  by 
optometrists. 

T7XDERUTILIZATI0X   OF   OPTOMETRISTS,   EXTEXT    OF    XEED   FOR  SERVICES 

Some  19  million  individuals  age  65  and  over  are  eligible  for  medi- 
care benefits  today,  and  the  number  increases  by  more  than  800  every 
day.  A  significant  number  of  these  beneficiaries  have  correctable  visual 
defects,  most  of  whom  respond  either  partially  or  completely  to  the 
application  of  professional  optometric  care  and  management  utiliz- 
ing clinical  skills  other  than  medication  or  surgery.  The  optometric 
profession  is  ready,  willing  and  able  to  provide  this  high  quality 
care. 

Eelatively  simple  amendments  to  the  Social  Security  Act  could 
promptly  correct  the  serious  under  utilization  of  optometrists,  par- 
ticularly in  the  Medicare  program. 

There  are  some  18,000  optometrists,  conveniently  located  in  over 
5,000  cities  and  towns  across  the  nation  who  have  the  professional 
training,  experience,  and  State-licensed  legal  authority  and  provision 
of  _  prescriptions  for  their  correction.  In  optometry  there  certainly 
exists  an  excellent  delivery  system  for  high  quality  health  care 
services. 

There  are,  according  to  the  National  Center  for  Health  Statistics 
most  recent  study,  some  9,530  medical  and  osteopathic  physicians  certi- 
fied as  specialists  in  eye  care,  of  which  7,530  are  available  to  care  for 
the  general  public.  To  assure  that  these  highly  skilled  board-certified 
ophthalmologists  are  readily  available  for  medical  and  surgical  treat- 
ment of  eye  problems  requiring  such  services,  they  should  concentrate 
their  efforts  in  the  areas  of  disease  management  and  surgery  for  which 
their  training  uniquely  qualifies  them.  We  feel  that  optometrists  also 
function  in  an  area  in  which  they  are  uniquely  trained,  qualified  and 
State  licensed,  that  is  performing  of  eye  examinations,  management  of 
visual  problems  and  serving  as  primary  screeners  for  the  detection  of 
signs  of  diseases  or  abnormalities  requiring  the  services  of  other  mem- 
bers of  the  health  care  team. 

The  evolving  health  delivery  system  must  permit  the  ophthalmolo- 
gist to  work  at  the  highest  level  of  those  unique  skills  he  possesses. 
The  same  is  true  of  the  optometrist,  who  must  also  be  utilized  in  the 
system  at  his  highest  level  of  competence,  providing  the  much-needed 
eye  examinations,  referring  out  to  other  health  practitioners  those 
who  show  signs  of  diseases,  prescribing  of  corrective  lenses  or  visual 
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training,  or  providing  the  special  low-vision  aids  so  many  elderly 
persons  require. 

GOOD  VISION  CAN  INCREASE  MOBILITY,  REDUCE  CATASTROPHIC  CARE  NEED 

Medicare  was  conceived  as  an  economically  sound  approach  to 
finance  care  for  catastrophic  illnesses.  Proper  visual  care  for  the 
elderly  is  one  of  the  most  economical  and  effective  methods  of  prevent- 
ing confinement  for  reasons  of  catastrophic  treatment.  Accidents 
represent  serious  threats  to  the  aged  who  are  well,  being  the  third 
most  frequent  cause  of  death  among  aged  males  and  fifth  among 
females.  The  risk  of  accidents  among  this  age  group  is  increased  by 
general  physical  changes,  including  vision  impairment,  Older  persons 
must  be  made  aware  of  the  possible  devastating  effects  of  these  visual 
changes  and  their  own  changing  visual  limitations. 

While  the  majority  of  visual  problems  cannot  be  described  as 
catastrophic  conditions,  assumption  of  the  complete  responsibility  for 
obtaining  care  and  correction  of  visual  conditions  can  be  a  financial 
catastrophe  for  the  medicare  recipient  whose  resources  are  severely 
limited.  Correction  of  visual  abnormalities  and  referral  for  differen- 
tial diagonosis  of  suspected  systemic  or  ocular  diseases  revealed  by 
an  optometric  eye  examination,  can  prevent  hospital  confinement  for 
a  catastrophic  condition  such  as  glaucoma  and  resulting  blindness, 
which  might  otherwise  go  undetected.  Since  the  majority  of  the  public 
needing  eye  care  originally  seeks  the  services  of  optometrists,  the 
profession  of  optometry  stands  as  the  first  line  of  defense  against 
blindness  in  the  United  States. 

Mobility  of  the  elderly  person  is  a  vital  factor  in  general  health  and 
emotional  well-being.  Whether  mobility  taker,  the  form  of  walking, 
driving,  or  riding  public  transportation,  the  sense  of  vision  plays  a 
tremendously  important  role.  Participation  in  leisure  activity  such  as 
gardening,  home  workshop  or  hobby  centers  demands  good  functional 
vision  to  increase  one's  comfort  and  reduce  the  possibility  of  accidents 
and  injuries.  Good  vision  can  be  accurately  identified  as  one  of  the 
most  important  health  needs  essential  for  a  happy,  well-adjusted  and 
meaningful  life. 

LESS  THAN  2  0  PERCENT  OVER   65  RECEIVE  CARE 

Studies  on  changes  in  visual  acuity,  released  by  the  National  Center 
for  Health  Statistics,  show  clearly  the  pressing  need  to  provide  vision 
care  for  the  65-and-over  age  group.  A  study  by  the  National  Institute 
of  Neurological  Diseases  and  Blindess  showed  that  only  19.8  percent 
of  this  age  group  received  vision  care  in  any  one  year.  The  vision  care 
needs  of  our  elderly  people  are  simply  not  being  taken  care  of;  their 
visual  impairments  are  for  the  most  part  going  uncorrected. 

Unduly  severe  restrictions  were  placed  upon  eye  care  services  under 
medicare  by  the  language  of  Public  Law  90-248,  the  Social  Security 
Amendments  of  1967.  Eye  examinations  are  specifically  excluded  from 
coverage,  regardless  of  which  type  of  practitioner  supplies  the  service. 
We  submit  that  eye  examinations  must  be  a  top  priority  item  in  con- 
sideration of  any  increases  in  health  benefits  for  medicare  recipients. 
'While  costs  in  eye  care  have  not  increased  nearly  as  rapidly  as  those 
for  general  medical  care,  there  have  of  couirse  been  unavoidable  in- 
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creases  in  eye  care  costs  over  the  past  few  years,  and  we  believe  our 
older  citizens  are  imposing  upon  themselves  very  serious  delays  in  seek- 
ing eye  care  because  of  the  fact  that  they  must  foot  the  bills  for  such 
services  with  no  hope  of  assistance  through  their  medicare  coverage. 

INEQUITIES  AND  INDIGNITIES  MUST  BE  REMOVED 

There  are  medicare  beneficiaries  who  have  so  acutely  felt  the  need 
for  eye  care  they  have  grudgingly  conspired  with  their  physicians  to 
circumvent  the  eye  care  exclusion  in  title  XVIII.  The  American  Opto- 
metric  Association  commends  you,  Mr.  Chairman,  and  the  House  Ways 
and  Means  Committee,  for  attempting  to  close  this  loophole  when  you 
took  up  title  XVIII  amendments  in  1967.  The  very  fact  that  some 
recipients  feel  forced  to  be  party  to  such  abuse  of  the  law  is  a  clear 
demonstration  of  the  need  to  make  some  provision  for  eye  examina- 
tions. Until  such  amendments  are  adopted,  the  present  system  will 
continue  to  be  unfair  to  millions  of  other  beneficiaries  who  will  not 
lend  themselves  to  such  arrangements. 

This  situation  was  alluded  to  by  Senator  Hartke  when  he  intro- 
duced S.  1896  earlier  this  year,  in  the  following  manner : 

Quite  unrelated  to  the  problem  of  the  patient  in  need  of  eye  care,  or  at  least 
of  most  importance  from  another  viewpoint,  is  that  of  the  present  evasion  of  the 
law,  which  I  am  told  by  those  in  the  profession,  takes  place  on  a  fairly  extensive 
scale.  Some  of  the  more  sophisticated  among  those  under  Medicare,  or  perhaps 
even  more  responsible  for  the  situation  are  some  in  the  ophthalmology  profession, 
now  secure  eyeglasses  at  the  expense  of  Medicare  by  means  of  subterfuge.  I 
have  no  notion  how  widespread  the  practice  is,  but  I  am  sure  that  any  doctor 
of  ophthalmology  will  tell  you  that  there  are  some  who  provide  the  excluded  serv- 
ices but  list  their  work  as  in  the  area  of  pathology,  and  hence  eligible  for  reim- 
bursement because  their  claim  states  the  patient  has  received  eligible  treatment 
for  disease  of  the  eye.  Certainly  it  is  understandable  that  a  doctor  in  this  field 
has  a  little  difficulty  making  the  distinction  between  diagnosing  and  treating  a 
patient  who  comes  to  him  with  cataracts  or  glaucoma  and  prescribing  glasses 
which  will  help  the  condition,  even  though  a  refractory  examination  is  outside 
the  law's  care  provisions. 

If  a  recipient  consults  a  physician  who  is  willing  to  state  on  the 
medicare  claim  form  that  the  beneficiary  came  to  him  with  a  specific 
complaint  about  faulty  vision,  the  problem  then  is  technically  de- 
scribed on  the  form  as  a  "medical"  problem,  and  is  not,  therefore,  a 
"routine  eye  examination  for  the  purpose  of  prescribing,  fitting  or 
changing  eyeglasses"  as  excluded  by  law.  The  problem,  although  iden- 
tical to  one  the  individual  would  ordinarily  take  to  his  optometrist,  be- 
comes a  "medical  problem*'  simply  because  a  doctor  of  medicine  is  con- 
sulted. As  such,  it  is  treated  as  an  eligible  benefit. 

I  would  like  to  enumerate  the  serious  inequities  and  indignities 
created  by  section  1862(a)  (7)  of  title  XVIII.  First,  in  order  to  gain 
any  hope  of  having  his  eye  examination  paid  through  medicare,  the 
individual  must  consult  a  physician  and  only  a  physician,  thus  depriv- 
ing him  of  his  freedom  of  choice.  Secondly,  the  beneficiary  must  lend 
himself  to  the  sham  of  permitting  his  physician  to  falsely  or  erroneous- 
ly describe  the  eye  problem  as  a  "specific  medical  complaint"  to  assure 
medicare  payment  for  the  services  rendered. 

At  this  point,  yet  another  inequity  is  propounded  and  is  visited  upon 
the  third  largest  independent  health  care  profession  in  the  United 
States.  The  optometrist,  who  is  fully  trained  to  perform  an  eye  exami- 
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nation,  is  entirely  left  out  of  the  medicare  program,  and  is  actually 
placed  in  the  position  of  giving  up  his  patients  to  practitioners  of  an- 
other discipline. 

The  most  serious  consequence  of  the  present  language  of  title  XVIII 
is  that  many  medicare  beneficiaries  who  urgently  need  eye  examina- 
tions and  treatment  either  find  it  unavailable  due  to  the  lack  or  in- 
accessibility of  certified  ophthalmologists  or  the  implied  requirement 
that  to  obtain  such  services  they  must  consult  practitioners  other 
than  the  optometrists  who  have  provided  reliable  and  satisfactory  care 
for  most  of  these  people  over  a  span  of  many  years.  In  addition  to 
waiting  many  needless  weeks  and  sometimes  months  for  appointments 
with  ophthalmologists,  recipients  may  also  find  it  necessary  to  travel 
great  distances  to  find  services  which  could  have  been  conveniently 
obtained  right  in  their  own  home  towns. 

These  are  the  major  difficulties  faced  by  medicare  beneficiaries  and 
certain  health  care  practitioners  today  with  regard  to  professional  eye 
care.  Immediate  corrective  measures  are  needed. 

COST  FACTORS  AND  UTILIZATION  OF  CARE  BY  ELDERLY  RECIPIENTS 

During  1967  hearings  on  Social  Security  Act  amendments,  the  Social 
Security  Administration  actuary,  Robert  Meyers,  testified  that  provi- 
sion of  eye  examinations  and  eyeglasses  would  be  too  costly  for  inclu- 
sion in  the  medicare  program. 

The  American  Optometric  Association  does  not  question  Mr.  Meyers 
ability  as  an  actuary,  but  does  take  exception  to  the  assumption  that 
every  eligible  medicare  recipient  wTould  immediately  make  use  of  the 
vision  care  benefit  if  it  were  included  under  title  XVIII. 

It  is  our  belief  that  actuarial  study  of  this  problem  was  made  on 
the  basis  of  a  false  premise  that  most  medicare  recipients  would  right 
away  avail  themselves  of  such  services. 

A  study  of  prepaid  or  indemnity  health  care  programs  shows  that 
a  relatively  small  percentage  of  eligible  individuals  over  age  65  actu- 
ally claim  all  the  benefits  available  to  them.  In  the  Health  Insurance 
Plan  (HIP)  of  Greater  New  York,  20  to  25  percent  of  all  subscribers — 
representing  all  age  groups — take  advantage  of  the  annual  general 
physical  examination  provided.  For  those  aged  65  and  over,  there  is 
a  utilization  rate  of  only  6  percent.  Eight  herein  Washington,  D.C., 
the  Group  Health  Association  reports  about  36-percent  utilization  by 
individuals  65  years  of  age  and  over  with  respect  to  physical  examina- 
tions included  in  their  health  package.  These  figures  are  roughly  in 
keeping  with  those  observed  in  prepaid  vision  care  programs  offer- 
ing optometric  services.  It  is  our  firm  belief  that  costs  of  a  well- 
controlled  program  of  eye  examinations  would  in  no  way  impair  the 
fiscal  stability  of  the  medicare  program.  We  do  not  seriously  doubt 
for  a  moment  that  this  great  Nation  has  the  capacity  and  the  ability 
to  make  optometric  services  available  to  all  medicare  beneficiaries.  We 
also  believe  that  this  service  should  rank  as  a  high  priority  item. 

CONGRESSIONAL  RECOGNITION  OF  OPTOMETRY 

Congressional  recognition  of  optometry  as  a  responsible  independ- 
ent health  care  profession  has  been  demonstrated  in  several  areas. 
Optometrists  are  recognized  as  competent  to  provide  services  in  con- 
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nection  with  programs  under  titles  II,  V,  X.  XVI,  and  XIX  of  the 
Social  Security  Act. 

Other  congressional  recognition  of  optometry  is  evidenced  by  in- 
clusion of  the  profession  in  the  following  public  laws,  to  mention  but 
a  few:  the  Vocational  Kehabilitation  Amendments  of  1968;  the  Se- 
lective Service  Act;  the  Health  Professions  Educational  Assistance 
Act :  the  Allied  Health  Professions  Personnel  Training  Act :  the  group 
practice  facilities  section,  title  XI,  of  the  Federal  Housing  Act ;  and  the 
Health  Manpower  Act  of  1968. 

Executive  agencies  of  the  Federal  Government  also  recognize  op- 
tometry's capabilities,  and  utilize  their  expertise  as  advisors  and  con- 
sultants in  a  variety  of  areas  from  aeronautics  and  space  to  Neighbor- 
hood Health  Centers.  There  are  presently  some  600  optometrists  serv- 
ing as  commissioned  officers  practicing  their  profession  in  the  Armed 
Forces  and  the  U.S.  Public  Health  Service. 

Inclusion  of  optometrists  and  their  services  as  providers  of  eye 
examinations  under  title  XVIII  would  be  completely  consistent  with 
previous  congressional  actions  and  in  tune  with  national  health  policy. 

RECOMMENDATIONS 

To  eliminate  the  inequities  for  both  recipients  and  optometrists,  the 
American  Optometric  Association  recommends  adoption  of  the  fol- 
lowing amendment  to  title  XVIII : 

Section  1861  (r)  is  hereby  amended  by  deleting  the  period  at 
the  end  of  subsection  (3)  and  replacing  it  with  a  semicolon,  and 
by  adding  the  following:  "(4)  a  doctor  of  optometry,  but  only 
with  respect  to  functions  which  he  is  legally  authorized  to  perform 
by  the  State  in  which  he  performs  them." 
Adoption  of  this  amendment  would  permit  the  recipient  to  go  di- 
rectly to  the  physician  or  optometrist  of  his  choice,  without  the  need 
for  certification  of  a  physician  as  to  the  "medical  need'3  to  consult  an 
eye  care  practitioner.  The  amendment  would  not  alter  the  mode  of 
practice  nor  in  any  way  interfere  with  State  laws  governing  the  prac- 
tice of  optometry.  This  amendment  would  serve  to  make  eye  exami- 
nations more  readily  available  from  conveniently  located  optometrists 
whose  total  costs  of  professional  fees  and  materials  are  historically  less 
expensive  than  those  for  the  same  care  provided  by  other  disicplines. 
Utilization  would  not  necessarily  be  increased  even  in  view  of  the  con- 
venience factor,  since  only  a  certain  number  of  the  eligible  beneficiaries 
are  likely  to  take  advantage  of  the  service  in  any  given  period  of  time. 

Inclusion  of  services  performed  by  optometrists  is  completely  in 
keeping  with  the  present  types  of  practitioners  (doctors  of  medicine, 
doctors  of  osteopathy,  dentists,  and  podiatrists)  whose  services  are 
now  covered  at  least  to  some  degree.  Optometrists  are  fully  trained. 
State-licensed  practitioners  who  are  legally  authorized  in  every  juris- 
diction to  independently  prescribe  for  correction  of  human  vision 
deficiencies. 

I  would  like  to  reiterate  that  the  mere  inclusion  of  optometrists 
within  the  definition  of  the  word  "physician"  would  in  no  way  add  to 
the  costs  for  services  under  medicare.  Such  inclusion  would  only  serve 
to  permit  optometrists  to  provide  services  which  are  optometric  in 
character,  many  of  which  are  now  being  provided  by  ophthalmologists. 
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To  make  much-needed  eye  examinations  available  to  medicare  bene- 
ficiaries who  might  not  otherwise  seek  such  care  because  of  the  ex- 
penses involved,  the  American  Optometric  Association  recommends 
adoption  of  the  following  i 

Section  1862(a)(7)  is  hereby  amended  by  adding  a  comma 
after  the  word  "eyeglasses"  and  striking  the  following  words  after 
"eyeglasses  or" :  "eye  examinations  for  the  purpose  of  prescribing, 
fitting,  or  changing  eyeglasses,  procedures  performed  (during  the 
course  of  an  eye  examination)  to  determine  the  refractive  state 
of  the  eyes.,"  Section  1861  (s)  is  amended  by  deleting  the  period 
at  the  end  of  subsection  (13)  and  replacing  it  with  a  semicolon, 
and  by  adding  the  following  new  subsection:  "or,  (11)  A  com- 
plete eye  examination  upon  initial  enrollment  under  the  pro- 
visions of  this  title,  and  once  every  2  years  thereafter,  provided  by 
an  optometrist  or  a  physician  skilled  in  diseases  of  the  eye,  which- 
ever the  individual  may  select." 
Adoption  of  this  amendment  would  provide  assistance  for  the  bene- 
ficiaries who  now  feel  it  is  financially  prohibitive  to  assume  the  entire 
cost  of  professional  fees  and  the  lenses,  frames,  contact  lenses  or  other 
visual  aids  which  might  be  prescribed.  By  assisting  to  the  extent  of 
providing  payment  for  professional  fees,  the  beneficiaries  would  be 
more  nearly  able  to  obtain  the  eye  care  they  need  when  they  need  it. 
Only  in  this  way  can  adequate  professional  care  be  assured,  with  the 
resulting  benefits  of  maximum  efficiency  of  functional  vision  for  enjoy- 
ment of  hobbies  or  recreation,  and  general  health  and  well-being. 

PEER  REVIEW  MECHANISM  NEEDED 

To  be  fully  effective  in  control  of  costs  and  quality  of  care,  legisla- 
tion to  provide  eye  examinations  under  medicare  must  include  acle- 
qute  provisions  for  peer  review  by  each  of  the  disciplines  providing 
servces.  Therefore,  we  recommend  amending  section  1867(a),  line  8. 
After  the  word  "medical,"  insert,  the  word  "optometric".  Adoption  of 
this  amendment  would  provide  for  optometric  participation  in  the 
Health  Insurance  Benefits  Advisory  Council.  Standards  of  profes- 
sional practice  by  each  peer  group  should  form  the  basis  for  standards 
of  performance  under  the  medicare  eye-care  program. 

The  American  Optometric  Association  would  be  pleased  to  assist 
in  developing  administrative  standards  and  procedures  for  this 
purpose,  as  well  as  standards  for  professional  care  and  excellence,  or 
to  assist  in  whatever  way  possible  to  make  administration  of  the 
program  as  economical  and  effective  as  possible. 

CONCLUSIONS 

The  urgency  of  initiating  at  least  a  partially  covered  eye  exami- 
nation program  for  medicare  beneficiaries  cannot  be  over-emphasized. 
The  need  is  upon  us,  here  and  now.  As  a  nation  concerned  with  its 
elderly  citizens,  the  problem  can  no  longer  be  left  unresolved  or 
studied  to  death  by  governmental  bodies.  It  is  not  going  to  go  away. 

As  Secretary  Wilbur  Cohen  stated  in  his  report  to  the  Congress 
on  inclusion  of  optometric  services  under  part  B  of  medicare :  "It  is 
recognized  that  corrective  lenses  and  refractive  services  are  necessary 
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for  the  health,  social  adjustment,  vocational  skills,  and  intellectual 
pursuits  of  many  elderly  persons.  It  is  suggested  that  when  financing 
permits,  these  services,  provided  under  appropriate  controls,  be  con- 
sidered for  early  inclusion  in  the  medicare  program  *  *  *."  Mr. 
Chairman,  I  would  like  to  have  inserted  in  the  record  at  this  point 
a  copy  of  the  response  of  the  American  Optometric  Association  to 
Secretary  Cohen's  report  and  that  part  particularly  dealing  with  eye 
care. 

Mr.  Burke.  Without  objection,  it  is  so  ordered. 
(The  document  referred  to  follows.  For  text  of  Secretary  Cohen's 
report  see  p.  623.) 

Response  op  the  American  Optometric  Association  to  HEW  Secretary 
Cohen's  Report  to  Congress  Titled  "Independent  Practitioners  Under 
Medicare,"  May  1969 

The  American  Optometric  Association  herewith  submits  its  views  concerning 
a  report  made  to  the  Congress  over  the  signature  of  Wilbur  J.  Cohen,  Secretary, 
Department  of  Health,  Education  and  Welfare  under  the  title  of  "Independent 
Practitioners  Under  Medicare"  dated  December  28,  1968.  Responsibility  for  con- 
ducting the  study  was  assigned  by  the  Secretary  to  the  Medical  Care  Administra- 
tion of  the  U.S.  Public  Health  Service. 

Present  and  future  beneficiaries  of  Medicare  and  the  profession  of  optometry 
have  been  dealt  a  severely  damaging  blow  by  this  unfair  report.  If  accepted  at 
face  value  as  a  guide  for  the  possible  future  inclusion  of  professional  optometric 
services,  the  report  could  delay  for  many  years  the  beneficiary's  access  to  pro- 
fessional vision  care  so  necessary  to  his  health,  safety  and  general  well  being. 
The  American  Optometric  Association  is  shocked  and  disturbed  that  major 
portions  of  the  text  are  devoted  to  an  unwarranted  and  unsupportable  indict- 
ment of  the  optometrist's  education,  his  ability  to  perform  many  of  the  highly 
specialized  tasks  for  which  he  is  trained  and  State  licensed,  and  the  professional 
responsibility  he  has  historically  assumed. 

The  American  Optometric  Association  was  led  to  believe  that  the  Medical  Care 
Administration  would  develop  recommendations  on  the  basis  of  the  need  for 
optometric  services  to  the  elderly  and  economic  feasibility  of  making  such  serv- 
ices available  under  Part  B  of  the  Medicare  Program.  Careful  study  of  the 
report  indicates  that  these  two  factors  were  only  incidental  among  the  con- 
siderations taken  up  by  the  Public  Health  Service  branch  assigned  responsibility 
for  conducting  the  study  and  that  they  were  obviously  not  the  basis  for  the  final 
recommendations. 

It  is  most  unfortunate  for  the  public  that  this  report  will  add  more  "fuel  to 
the  fire"  of  the  long-standing  interdisciplinary  rivalry  between  some  ophthal- 
mologists and  some  optometrists.  This  is  especially  dismaying  in  view  of  current 
and  continuing  efforts  by  HEW  to  bring  the  two  groups  closer  together  in  the 
interest  of  better  delivery  of  vision  care  services  to  all  Americans,  regardless  of 
age.  The  public  interest  is  positively  served  by  efforts  to  bring  about  closer 
cooperation  and  better  understanding  between  optometry  and  medicine.  It  is 
damaged  by  devisive  strategies  such  as  those  reflected  in  the  Cohen  Report. 

The  purpose  of  this  communication  is  to  document  that : 

(a)  A  recommendation  that  "present  coverage  for  optometric  services  not 
be  expanded  at  this  time"  was  apparently  based  on  false  or  misleading 
information  and  anti-optometric  opinions  conveyed  by  the  "Expert  Review 
Panel  on  Optometry"  to  the  Ad  Hoc  Consultant's  Group  appointed  to  advise 
PHS  on  the  feasibility  of  including  the  services  of  optometrists  under  Part 
B  of  the  Medicare  Program  ; 

(b)  False,  misleading  or  biased  information  was  adopted  verbatim  in  103 
of  188  lines  dealing  with  optometry  in  the  Secretary's  final  report  submitted 
to  Congress  and  had  as  its  source  the  administratively  confidential  report 
of  the  totally  misnamed  "Expert  Review  Panel  on  Optometry;" 

(c)  The  "Expert  Review  Panel  on  Optometry"  was  improperly  and  prejudi- 
cially comprised  of  four  doctors  of  medicine  (two  of  whom  were  ophthalmolo- 
gists, and  another  who  is  employed  by  an  ophthalmologically  oriented  group) 
and  that  no  optometrist  was  a  member  of,  nor  consulted  by  the  Panel ;  the 
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bias  and  hostility  of  many  medical  doctors  toward  optometrists  is  well 
known,  and  the  composition  of  the  "Expert  Review  Panel"  clearly  did  not 
serve  the  interests  of  the  "unbiased  and  impartial  study"  which  was  prom- 
ised before  a  Congressional  committee  on  August  2,  1907.  The  letter  of  trans- 
mittal accompanying  the  report  also  improperly  asserts  the  study  was 
"unbiased  and  impartial."  The  sound  concept  of  peer  judgment  and  review 
was  callously  abandoned  in  this  study. 

(d)  As  requested  by  the  PHS  Medical  Care  Administration  in  charge  of 
the  study,  the  American  Optometric  Association  supplied  reams  of  carefully 
documented  material  concerning  optometric  education,  licensure  of  optome- 
trists, scope  of  optometric  practice  and  other  relevant  information  well  in 
advance  of  the  appearance  of  AOA  spokesmen  before  the  Ad  Hoc  Consultant's 
group  on  November  7,  1968.  Information  supplied  by  the  American  Optomet- 
ric Association  was  almost  completely  ignored  or  willfully  misinterpreted  by 
certain  policy  makers  within  PHS  who  adopted  instead  the  highly  inflam- 
matory language  and  distorted  view  of  optometry  presented  by  the  strictly 
medical  so-called  "Expert  Review  Panel  on  Optometry." 
For  the  reasons  set  forth  herein,  we  believe  that  the  section  of  the  report  deal- 
ing with  optometry  is  of  doubtful  validity.  We  submit  that  the  report  should  not 
be  accepted  as  a  guide  for  determining  whether  optometric  services  should  or 
could  be  incorporated  under  Medicare,  either  at  the  present  time  or  at  any  time 
in  the  future.  Moreover,  we  urge  that  this  section  of  the  report  be  withdrawn  to 
assure  that  no  permanent  exclusion  of  optometric  services  results  from  reference 
to  the  original  report. 

To  further  document  the  lack  of  validity,  the  following  comments  are  offered 
on  specific  portions  of  the  report : 

STATEMENT  FROM  PAGE  1,  LETTER  OF  TRANSMITTAL,  END  OF  PARAGRAPH  3 

"It  was  also  recognized  that  some  of  the  practitioner  groups  most  interested  in 
coverage  under  Medicare  have  not  gained  full  acceptance  in  the  Nation's  present 
prysician-oriented  health  care  system,  and  that  every  effort  should  be  made  to 
assure  them  that  their  requests  for  coverage  received  unbiased,  impartial 
consideration." 

AOA  Comment:  There  is  considerable  doubt  that  any  effort  was  made  to  give 
serious,  unbiased  and  impartial  consideration  to  optometry's  request  for  cover- 
age under  Medicare.  This  is  especially  so  when  one  considers  the  composition 
and  orientation  of  the  "Expert  Review  Panel  on  Optometry."  Membership  of 
the  panel  consisted  of  the  following  individuals  and  did  not  include  one  optome- 
trist nor  allow  for  presentation  of  the  views  of  any  optometrists ; 

John  Feree,  M.D.,  Executive  Director,  National  Society  for  the  Preven- 
tion of  Blindness  and  in  this  capacity  an  employee  of  an  organization  formed 
and  controlled  by  ophthalmologists  ; 

Roger  Mann,  M.D.,  a  general  practitioner  and  member  of  the  American 
Medical  Association ; 

Melvin  Rubin,  M.D.,  Gainesville,  Florida,  an  ophthalmologist ;  and 
Homer  Smith,  M.D.,  another  ophthalmologist,  from  Salt  Lake  City,  Utah. 
A  line-by-line  comparison  between  the  report  of  the  "Expert  Review  Panel  on 
Optometry"  and  language  of  the  section  dealing  with  optometry  in  the  final 
report  shows  that  103  of  the  188  lines  were  taken  verbatim  from  the  "Expert 
Review  Panel"  report. 

The  concept  of  peer  judgment  and  review,  so  long  nurtured  under  programs 
of  the  Public  Health  Service  and  the  Department  of  Health,  Education  and 
Welfare,  was  totally  disregarded  in  selection  of  members  for  the  "Expert  Review 
Panel  on  Optometry."  That  no  optometrist  was  seated  on  the  panel  appears  to 
have  been  a  serious  error  in  judgment  or  policy  if  there  existed  a  genuine  con- 
cern for  eliciting  unbiased  and  impartial  information  on  which  to  base  recom- 
mendations. The  manner  in  which  the  study  was  conducted  makes  about  as  much 
sense  as  asking  General  Motors  for  an  unbiased  and  impartial  report  on  com- 
petitive products  of  the  Ford  Motor  Company. 

In  addition,  the  below  quote  from  the  Annual  Report  by  Barnet  R.  Sakler, 
M.D.,  President  of  the  American  Association  of  Ophthalmology  which  appeared 
in  the  March-April  1969  issue  of  The  Ophthalmologist  is  another  example  of 
the  bias  brought  into  the  preparation  of  this  report : 

"Early  in  September  we  received  a  letter  from  John  W.  Cashman,  M.D., 
Assistant  Surgeon  General,  Director  Division  of  Medical  Care  Administration 
requesting  the  Association  to  submit  any  comments  or  material  that  would  be 
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helpful  to  their  consultants  and  staff  in  considering  the  important  issues  pre- 
sented by  the  study  of  optometry,  under  the  supplementary  medical  insurance. 
(Optometry  had  requested  inclusion)  Your  president  appointed  Dr.  J.  Spencer 
Dryden,  Dr.  Charles  E.  Jaeckle,  and  Warren  E.  Magee  to  an  ad  hoc  Committee 
to  study  the  request  and  prepare  an  answer." 

STATEMENT  FROM  PAGE   115,  LAST  LINE,  AND  PARAGRAPHS  1  AND  2,  PAGE  116 

"Some  eye  diseases,  such  as  glaucoma  and  senile  cataract,  can  lead  to  blindness 
if  not  detected  and  treated  promptly  .  .  .  half  the  new  cases  of  legal  blindness 
occur  in  the  over-65  age  group  .  .  .  Cataract  was  the  leading  cause  of  blindness 
in  a  1965  survey  by  the  National  Institutes  of  Health  .  .  ." 

AO  A  Comment:  Accepting  these  data  as  factual,  it  is  obvious  that  services  of 
optometrists  are  necessary  in  caring  for  the  vision  of  the  over-65  age  group.  In 
all  age  groups,  more  than  70%  of  American  citizens  go  to  optometrists  when  they 
experience  any  problem  with  vision.  Optometrists,  by  virtue  of  their  training  and 
their  availability,  truly  comprise  "America's  First  Line  of  Defense  Against 
Blindness."  Many  individuals  in  the  65-and-over  age  group  are  subject  to  condi- 
tions which  tend  to  reduce  their  mobility.  The  convenience  of  having  their  eyes 
examined  by  an  optometrist  who  is  located  nearby  can  surely  help  avoid  the 
delay  which  might  result  if  the  individual  is  required  to  wait  a  long  time  for  an 
appointment  with  an  ophthalmologist,  or  until  he  can  arrange  transportation  to 
a  major  city  where  most  such  practitioners  are  located.  If  there  is  real  concern 
for  early  detection  and  treatment,  utilization  of  the  demonstrable  skills  of  op- 
tometrists for  detection  of  abnormal  eye  conditions  is  absolutely  essential. 

STATEMENT  FROM  PAGE  116,  PARAGRAPH  4 

"The  great  need  of  the  elderly  for  refractive  services  is  unquestioned.  The 
National  Health  Survey  in  a  1960-62  study  estimated  that  94%  of  those  65  and 
over  had  subnormal,  uncorrected  binocular  visual  acutity  compared  with  40% 
of  the  general  adult  population." 

AO  A  Comment:  The  statement  from  the  National  Health  Survey  about  the 
wide-spread  incidence  of  vision  problems  among  this  age  group  highlights  the 
great  potential  value  of  vision  care  and  constitutes  further  evidence  that  services 
of  optometrists  are  essential  to  thehealth  and  well-being  of  Medicare  beneficiaries. 

STATEMENT  FROM  PAGE  117,  PARAGRAPH  1 

"Many  elderly  persons  with  detectable  loss  of  visual  acuity  cannot  benefit 
from  corrective  lenses  because  of  degenerative  changes  associated  with  aging. 
Repeated  refractions  are  of  little  value  in  improving  the  vision  of  such  individ- 
uals." 

AO  A  Comment:  Injection  of  the  phrase  "refractive  services"  is  a  misleading 
attempt  to  confine  the  broad  scope  of  optometric  services  to  a  narrow  area.  The 
statement  referring  to  the  value  of  refractions  is  untrue  and  seriously  mislead- 
ing. The  use  of  special  high-powered  telescopic  or  microscopic  lenses,  adeptly 
prescribed  and  fitted  by  optometrists,  is  but  one  significant  example  of  how  such 
partially-sighted  persons  can  be  helped. 

It  has  been  clearly  demonstrated  in  private  clinics  and  in  government-sponsored 
programs  such  as  the  low-vision  clinics  of  the  Vocational  Rehabilitation  Service 
that  much  can  be  done  with  properly  prescribed  special  corrective  lenses,  to 
assist  patients  in  making  the  best  use  of  whatever  residual  vision  they  may  have. 
Optometrists  are  qualified  by  professional  specialty  training  to  provide  such 
telescopic  and  microscopic  lenses.  Very  few  physicians  have  even  a  cursory 
knowledge  of  this  field. 

Subnormal,  uncorrected  binocular  visual  acuity,  permitted  to  go  unattended, 
can  constitute  a  major  inconvenience  and  even  a  hazard  to  the  person  of  any  in- 
dividual so  affected.  Those  with  whom  he  shares  streets,  highways  and  other 
public  facilities  are  also  endangered.  To  continue  to  deny  a  Medicare  beneficiary 
the  privilege  of  using  the  services  of  the  practitioner  of  his  choice  for  regular 
examinations  and  the  follow-up  procedures  required  to  correct  his  vision  would 
continue  to  be  inimical  to  the  health,  safety  and  general  well-being  of  the 
beneficiary. 

STATEMENT  FROM  PAGE   118,  PARAGRAPH  1 

"The  primary  service  performed  by  most  practicing  optometrists  is  the  provi- 
sion of  refractive  examinations  to  detect  errors  of  visual  acuity." 
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AO  A  Comments:  This  statement  is  partially  correct,  but  far  from  complete. 
Among  the  scope  of  his  professional  services,  the  optometrist  is  trained  to  detect 
in  the  eye  any  departure  from  the  normal.  He  is  fully  capable  of  determining 
whether  or  not  an  eye  is  healthy.  If  he  tinds,  in  the  course  of  his  examination 
some  indication  of  disease,  he  is  bound  by  professional  ethics  to  refer  the  patient 
to  a  physician  or  other  health  practitioner  for  definitive  diagnosis  and  the  appro- 
priate medical,  surgical,  or  other  treatment.  Courts  in  many  juristictions  across 
the  Nation  have  found  the  optometrist  legally  liable  to  make  such  referral.  The 
rules  of  State  Boards  of  Examiners  in  Optometry  clearly  require  referral  to 
other  specialists  when  necessary.  Referral  of  suspected  disease  is  a  condition  in 
nearly  every  malpractice  insurance  policy  available  to  optometrists  today.  Yet, 
liability  insurance  rates  for  optometrists  nationally  are  so  low  as  to  indicate  out- 
standing competence  in  this  area. 

To  imply  that  an  optometrist's  only  service  is  refractions  is  grossly  inac- 
curate. The  statement  that  an  optometrist's  primary  service  is  refractive  ex- 
amination applies  equally  to  any  medical  eye  specialist  who,  similar  to  the 
optometrist,  utilizes  the  refractive  examination  as  the  primary  means  of  deter- 
mining the  correctability  of  a  patient's  vision. 

A  few  of  the  many  non-refractive  services  optometrists  are  trained  and 
licensed  to  perform  as  a  normal  part  of  their  everyday  practice  are  these :  Vis- 
ual Field  examinations;  peripheral  field  studies;  tonometry;  ophthalmoscopy; 
space  eikonometry;  pupillography ;  fitting  of  contact  lenses;  keratometry ;  slit 
lamp  biomicroscopy ;  color  vision  testing ;  evaluation  of  fusional  status ;  anal- 
ysis of  visual  environment;  developmental  vision;  and  developmental  skills 
testing  and  training. 

STATEMENT  FROM  PAGE  118,  PARAGRAPH  2 

"In  performing  their  routine  eye  examination,  optometrists  use  some  of  the 
same  diagnostic  procedures  used  by  ophthalmologists  to  detect  the  presence 
of  eye  pathology." 

AO  A  Comment:  With  exception  of  the  use  of  mydriatics  (drops  to  dilate 
the  pupil),  optometrists  utilize  the  same  procedures  and  instrumentation  as 
ophthalmologists  to  detect  the  presence  of  eye  disease.  Countless  cases  of  sus- 
pected disease  referred  by  optometrists  to  physicians  in  general  practice  and 
other  medical  and  health  specialties  substantiates  the  fact  that  the  clinical 
procedures  of  optometrists  are  the  most  adequate  procedures  known  to  modern 
science  for  the  detection  of  the  presence  of  disease,  including  evidence  of  sys- 
temic disease  (such  as  diabetes,  nephritis,  brain  tumor,  stroke,  hardening  of 
the  arteries,  and  other  vascular  degeneration)  which  may  be  manifest  in  the 
eye. 

In  a  well  documented  study  "Vision  Screening  for  Elementary  Schools :  The 
Orinda  Study,"  by  Blum,  Peters  and  Bettman,  229  children  were  examined  by 
both  optometrists  and  ophthalmologists.  There  was  no  significant  difference 
in  their  detection  or  recognition  of  disease,  although  optometrists  used  their 
usual  and  customary  clinical  procedures  without  the  aid  of  mydriatics  and  the 
ophthalmologists  utilized  their  normal  procedures  which  included  dilation  of 
the  pupil. 

STATEMENT  FROM  PAGE  118,  PARAGRAPH  2 

"Although  optometric  schools  offer  some  training  in  the  detection  of  ocular 
pathology,  optometrists  are  not  qualified  by  virtue  of  training,  background  or 
license  to  detect  or  diagnose  ocular  disease  or  ocular  manifestations  of  sys- 
temic disease." 

AO  A  Comment:  This  statement  is  false  and  absurd.  Nowhere  in  connection 
with  the  study  was  any  goal,  criteria  or  standard  defined,  against  which  to 
measure  optometry's  training  or  educational  background.  Instead,  the  report 
dealt  in  untrue  and  unsupported  charges  casting  aspersions  on  optometric 
training. 

The  optometry  student  enters  professional  school  with  approximately  the 
same  preparation  as  students  entering  medical  and  dental  schools.  Subjects 
which  entering  optometry  students  must  complete  for  admission  include  chemis 
try,  bacteriology,  physics,  psychology,  physiology  and  biology. 

In  optometry  schools,  courses  in  general  anatomy,  physiology  and  pathology 
furnish  the  background  necessary  for  a  study  of  vision.  The  medical  student's 
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first  contact  with  medical  eye  care  also  comes  through  courses  in  general  anat- 
omy, physiology  and  pathology.  Students  in  both  medical  and  optometry  schools 
are  exposed  to  the  same  materials  on  the  eye  in  these  basic  science  courses. 

Because  the  same  material  is  taught  in  these  early  courses  in  both  schools, 
the  content  varies  little.  The  difference  comes  not  with  content,  but  rather  with 
the  relation  to  overall  curriculum.  Optometry  deals  with  the  science  of  vision ; 
medicine  deals  with  the  science  of  medical  and  surgical  treatment  of  disease. 
The  medical  student  learns  of  the  eye  as  it  relates  to  the  entire  human  system ; 
the  optometry  student  learns  of  the  entire  human  system  as  it  relates  to  the  eye 
as  the  means  of  vision. 

The  medical  school  curricula  is  oriented  toward  detection  of  bodily  disorders 
and  their  manifestations  in  all  parts  of  the  body  inclcuding  the  eye,  rather  than 
concentration  on  abnormalities  of  the  eye  itself.  Rarely  does  the  formal  class 
instruction  in  subject-matter  relating  to  the  eye  exceed  fifteen  class  hours  in 
medical  school  curricula. 

The  optometry  student  in  his  first  year  of  professional  school  studies  general 
human  anatomy,  anatomy  of  the  eye  and  surrounding  structures,  general  physi- 
ology and  physiology  of  mammals.  During  his  second  year,  classes  include  the 
formation  and  functions  of  the  eye,  introductory  pathology,  plus  manifestations 
of  disease  and  pharmacology  as  influences  on  disease  and  body  function — 
especially  as  they  relate  to  the  eye  and  vision. 

The  third  year  optometry  student  is  instructed  in  ocular  diseases  and  their 
detection,  symptoms  and  signs  of  ocular  disease  including  external  and  internal 
examination  of  the  eye.  Further  study  encompasses  systematic  study  and  classi- 
fication of  ocular  diseases  and  their  differentiation. 

Classroom  instruction  in  anatomy  and  pathology  is  augmented  by  weekly 
laboratory  participation.  In  the  third  and  fourth  years  of  the  professional  opto- 
metric  school  curriculum  the  student  applies  in  a  supervised  clinical  situation 
his  class  room  and  laboratory  theory  learned  in  the  preceding  years.  Detection 
and  recognition  of  ocular  diseases  occupy  a  prominent  place  in  the  student's  clini- 
cal training.  He  gains  experience  with  a  broad  range  of  ocular  diseases  and 
ocular  evidence  of  systemic  disease  through  working  in  public  clinics  operated  by 
his  school  of  optometry,  where  patients  of  all  ages  are  examined.  At  this  ad- 
vanced stage  the  student  has  the  training  and  experience  to  recognize  a  broad 
spectrum  of  abnormal  conditions  of  the  eye. 

Because  their  training,  experience  and  education  emphasis  in  disease  is  oriented 
towards  detection  rather  than  therapy,  optometrists  are  well  qualified  to  detect 
ocular  disease  and  far  more  qualified  in  this  field  than  the  average  physician  who 
is  not  a  certified  ophthalmologist. 

As  with  other  practitioners  who  provide  service  to  the  public,  the  optometry 
school  graduate  must  demonstrate  knowledge  and  competence  to  serve  the  public 
before  he  is  allowed  to  practice.  All  state  optometric  statutes  require  written, 
oral  and  practical  examinations  which  include  the  subject  areas  of  anatomy, 
physiology  and  pathology,  especially  as  they  relate  to  the  eye  and  vision. 

The  practice  of  optometry  is  very  specific  and  exacting.  Only  those  individuals 
who  successfully  complete  an  examination  can  be  entrusted  to  practice  optometry 
in  the  United  States.  The  public  deserves  to  be  protected  and  is  protected  from 
inferior  optometric  practitioners  who  are  unable  to  meet  adequate  standards  in 
optometry  as  set  forth  in  the  licensing  laws  of  every  state  and  territory.  All 
physicians  are  exempted  from  provisions  of  optometry  laws  without  examination 
for  competency  in  the  practice  of  optometry.  Even  though  the  vision  related 
education,  training,  equipment  and  instrumentation  of  physicians  not  board  cer- 
tified as  ophthalmologists  is  so  limited  as  to  make  them  ineffective  as  practitioners 
of  optometry.  By  virtue  of  their  different  training,  ophthalmologists  generally 
serve  only  in  a  limited  area  of  broad  optometric  practice. 

The  foregoing  information  was  well  documented  for  PHS  in  connection  with 
the  "Independent  Practitioners"  study,  but  it  was  disregarded. 

It  is  interesting  to  note  that  many  general  medical  practitioners  and  ophthal- 
mologists do  recognize  optometry  as  a  well  qualified  profession  and  welcome  it 
as  a  vital  member  of  the  health  care  team.  This  was  indicated  by  comments  re- 
ported in  the  unedited  transcript  of  the  Ad  Hoc  session  on  optometry  conducted 
November  7,  1968.  In  that  meeting,  Dr.  Montague  Cobb,  Dean  of  the  Howard 
University  School  of  Medicine,  stated :  "...  I  have  long  been  convinced  that  an 
optometrist  is  as  well  prepared  to  treat  eye  conditions  as  a  physician.  You  cannot 
enter  into  ophthalmology  without  entering  a  residency  program.  If  the  content 
of  the  curriculum  as  outlined  here  is  absorbed,  then  the  optometrist  has  as  much 
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relevant  background  for  going  on  as  does  the  M.D.  Putting  it  clearly,  ophthal- 
mologists could  be  trained  from  O.D.'s  as  well  as  from  M.D.'s  .  .  ." 

In  that  same  meeting,  Ernest  W.  Saward,  M.D.,  Medical  Director  of  the  Kaiser 
Foundation  Hospitals  with  headquarters  in  Portland,  Oregon,  said,  "...  I  thinks 
you  probably  are  all  aware  that  we  (Kaiser)  have  a  program  in  which,  by 
supplementary  insurance,  we  cover  the  type  of  care  you're  talking  about.  In  the 
system  as  it  is  run,  there  is  certainly  no  undue  overutilization  of  the  services. 
Number  two,  it  would  be  absolutely  impossible  to  provide  services  without  optom- 
etrists whom  we  have  had  as  part  of  our  health  team  for  26  years  .  .  .  In  regard 
to  the  subject  that  is  always  so  plaguing  to  the  medical  profession  and  apparently 
to  the  optometric  profession  .  .  .  is  the  subject  of  disease  detection  by  optome- 
trists. Of  all  the  various  things  that  go  wrong  in  this  closed  system,  this  is  not 
one  of  the  notable  ones  that  goes  wrong"  [Italic  supplied.] 

STATEMENT  FROM  PAGE    119,  PARAGRAPH  2 

"Few  patients  are  referred  by  physicians  to  optometrists  for  optometric  serv- 
ices, although  such  referrals  are  considered  ethical.  It  is  the  stated  position  of 
the  American  Optometric  Association  that  '.  .  .  the  treatment  of  pathological 
conditions  and  eye  surgery  is  acknowledged  by  optometry  to  be  in  the  field  of 
medicine.'  The  American  Optometric  Association  encourages  practicing  optom- 
etrists to  refer  patients  to  appropriate  medical  specialists  where  presence  of 
eye  disease  is  suspected." 

AOA  Comment:  The  lack  of  referrals  by  physicians  to  optometrists  constitutes 
evidence  of  prejudice.  The  American  Medical  Association  House  of  Delegates 
adopted  Resolution  #107  in  June,  1966,  stating  that  "Doctors  of  medicine  may 
as  teachers  participate  in  the  education  of  optometrists  within  the  legitimate 
scope  of  optometric  practice."  In  November,  1967,  the  AM  A  Judicial  Council  added 
its  opinion  that  "...  a  doctor  of  medicine  may  refer  his  patient  to  a  qualified 
and  ethical  optometrist  solely  for  optometric  care  .  .  .".  The  Judicial  Council 
of  AMA  had  earlier  stated,  "Since  optometry  is  not  a  cult,"  physicians  may  teach 
in  recognized  schools  of  optometry  for  the  purpose  of  improving  the  quality  of 
optometric  education.  "The  scope  of  this  teaching  may  embrace  subjects  within 
the  legitimate  scope  of  optometry  which  are  designed  to  prepare  students  to 
engage  in  optometry  within  the  limits  prescribed  by  law." 

These  Resolutions  and  later  opinions  changed  the  long  standing  AMA  House 
of  Delegates  Resolution  77  passed  in  1955  which  had  stated  that  "it  is  unethical 
for  any  doctor  of  medicine  to  teach  in  any  school  or  college  of  optometry,  or  to 
lecture  to  any  optometric  organization,  or  to  contribute  scientific  material  to  the 
optometric  literature,  or  in  any  way  to  impart  technical  knowledge  to  non- 
medical practitioners." 

Because  the  later  Resolution  #107  and  the  Judicial  Council  pronouncement 
are  relatively  recent,  it  is  possible  that  some  ophthalmologists  and  general  prac- 
titioners are  still  unaware  of  this  basic  change  in  AMA  policy  regarding 
optometry. 

Present-day  numbers  of  patients  referred  by  physicians  to  optometrists  indi- 
cate it  may  take  years  to  overcome  the  lingering,  stifling  effects  of  the  1955 
Resolution  prohibiting  medical  contact  with  optometry. 

On  the  other  hand,  evidence  was  submitted  to  the  Ad  Hoc  Committee  clearly 
showing  that  scores  of  optometric  patients  are  referred  to  many  different 
specialties  within  the  field  of  medicine,  ncludng  ophthalmologists,  as  well  as- 
neurologists,  psychiatrists,  internists,  and  general  practitioners  for  medical  in- 
vestigation of  possible  systemic  disease,  evidence  of  which  is  manifest  in  the 
eye  or  by  symptoms  reported  by  the  patient. 

STATEMENTS   FROM   PAGE    118,   PARAGRAPH    2    AND   FROM    PAGE    120,   PARAGRAPH  1 

".  .  .  optometrists  are  not  qualified  by  virtue  of  training,  background,  or 
license  to  detect  or  diagnose.  .  .  ."  "There  also  is  little  precision  in  various 
State  definitions  and  regulations  regarding  detection,  diagnosis  and  treatment 
by  optometrists  of  non-refractive  disorders  of  the  eye." 

AOA  Comment:  As  stated  earlier,  every  State  and  territory  examines  appli- 
cants for  licensure  as  optometrists  in  the  ability  to  detect  disease.  Therefore 
this  statement  of  the  report  is  false.  Many  of  the  50  State  optometry  laws  spe- 
cifically include  reference  to  detection  or  recognition  of  disease  within  their 
definition  of  the  practice  of  optometry.  In  several  other  States  courts  have  found 
diagnosis,  detection  or  recognition  of  disease  to  be  implicit  in  the  language  of 
the  State's  optometry  law. 
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STATEMENT  FROM  PAGE  120,  PARAGRAPH  2,  CONTINUING  ON  PAGE  121 

".  .  .  All  but  one  of  the  optometric  schools  in  the  United  States  have  been 
accredited  or  are  in  the  process  of  being  accredited  by  the  regional  college 
accrediting  associations.  Four  of  the  ten  schools  are  university  based  and  the 
remainder  are  independent  institutions,  thus  not  readily  able  to  draw  upon 
the  resources  of  other  professional  schools  and  disciplines  within  a  university." 

AO  A  Comment:  Every  optometric  school  in  the  United  States  is  accredited 
by  the  American  Optometric  Association  Council  on  Optometric  Education, 
which  is  recognized  as  the  official  accrediting  agency  by  the  National  Commission 
on  Accrediting.  All  ten  schools  and  colleges  of  optometry  are  also  regionally 
accredited  by  regional  accrediting  organizations  which  function  outside  the 
field  of  optometry  and  which  are  recognized  by  the  U.S.  Office  of  Education. 

The  statement  that  only  four  of  the  ten  optometry  schools  are  university  based 
is  false.  There  are  five,  to  wit:  Ohio  State  University;  Indiana  University; 
University  of  Houston :  University  of  California  at  Berkeley ;  and  Pacific  Uni- 
versity. The  five  optometry  schools  not  university  affiliated  draw  heavily  on 
other  institutions  in  their  respective  areas  for  faculty.  In  some  instances,  such 
as  the  Massachusetts  College  of  Optometry,  part  of  the  clinical  teaching  pro- 
gram is  coordinated  with  the  U.S.  Public  Health  Service  hospital. 

STATEMENT  FROM  PAGE  121,  PARAGRAPH  2 

"The  new,  expanded  curriculum  has  improved  the  training  in  ocular  disease  but 
remains  insufficient  to  produce  well  qualified  diagnosticians.  Therefore,  while 
optometrists  are  trained  to  carry  out  certain  diagnostic  procedures,  they  are 
not  appropriately  trained  to  detect  eye  disease  and  make  an  adequate  differen- 
tial diagnosis." 

AOA  Comment:  This  language  of  the  report  attempts  to  compare  apples  and 
oranges.  Optometry  has  assumed  responsibility  for  detection  and  referral  of 
disease,  not  for  its  differential  diagnosis  treatment.  An  optometrist  does  not 
generally  attempt  to  reach  a  differential  diagnosis  of  disease  in  his  patient. 
This  is  clearly  the  responsibility  of  the  medical  specialist  to  which  the  patient  is 
referred  and  whose  responsibility  it  is  to  differentially  diagnose  the  diseases  and 
determine  a  specific  course  of  treatment.  For  example,  to  expect  optometrists  to 
perform  tasks  of  ophthalmology  would  require  that  optometrists  be  trained  in 
the  same  manner  as  ophthalmologists  and,  in  fact,  be  ophthalmologists.  The 
converse  is  also  true  if  ophthalmologists  wish  to  practice  optometry  :  ophthalmolo- 
gists being  trained  or  who  are  in  practice  today  would  need  at  least  two  addi- 
tional years  of  schooling  to  attain  the  same  level  of  expertise  in  the  field  of 
physiological  optics  and  related  subjects  which  are  special  and  unique  to  opto- 
metric education.  Any  unprejudiced  analysis  will  show  that  the  ophthalmologist 
has  concentrated  both  his  training  and  experience  in  the  medical  and  surgical 
treatment  of  the  eye  while  the  optometrist  has  concentrated  both  his  training 
and  experience  in  detecting  signs  of  the  unhealthy  eye  for  purposes  of  referral, 
and  in  correcting  the  broad  range  of  anomalies  of  vision  which  do  not  involve 
disease. 

STATEMENT  FROM  PAGE  122,  PARAGRAPH  3 

"If  optometrists  were  to  provide  these  services  to  the  elderly  in  independent 
practice,  the  elderly  still  would  not  receive  the  high  quality  diagnostic  examina- 
tion for  ocular  disease  which  would  be  provided  by  a  medical  eye  specialist  .  .  . 
the  provision  by  Medicare  of  optometric  services  without  an  eye  examination  by 
a  medical  specialist  would,  to  some  extent,  compromise  the  quality  of  care  pro- 
vided by  Medicare." 

AOA  Comment:  In  view  of  the  foregoing  material  concerning  the  education  of 
optometrists,  the  scope  of  optometric  practice,  and  the  responsibility  of  optome- 
trists to  detect  disease  and  refer  such  cases  to  appropriate  medical  specialists, 
there  is  no  known  evidence  which  justifies  the  obtuse  conclusion  that  the  quality 
of  eye  care  under  Medicare  would  be  comprised  in  any  way  by  providing  the 
services  of  optometrists  to  Medicare  recipients.  Actually,  the  converse  is  true : 
qualitv  of  eye  care  to  Medicare  beneficiaries  is  being  seriously  compromised 
today 'as  the  result  of  continued  exclusion  of  services  by  optometrists.  Benefici- 
aries are  now  deprived  of  convenient  access  to  the  most  readily  available  pro- 
fessionals who  can  and  do  detect  eye  problems  in  their  early  stages,  counting  for 
most  of  these,  and  referring  out  for  further  care,  those  who  need  such  care. 
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Use  of  optometrists  would  accelerate  the  process  of  placing  the  patient  under 
appropriate  medical  care  when  the  need  for  such  care  is  indicated. 

STATEMENT  FROM  PAGES    2  08-209,  PARAGRAPH  ON   "PHYSICIAN  REFERRAL" 

"The  safety  of  the  patient  and  the  appropriateness  of  the  services  provided 
to  him  are  most  adequately  assured  if  his  point  of  entry  into  the  health  care 
system  is  the  physician — the  practitioner  with  the  broadest  knowledge  and  the 
greatest  skill  in  diagnosis  and  evaluation  of  the  patient's  total  health  status 
and  needs.  The  hazards  of  underlying  pathology  that  may  not  be  detected  by 
specialized  nonphysician  health  practitioners  exists  for  all  patients,  and  the 
problem  is  accentuated  for  geriatric  patients  with  their  multiple  diagonses  and 
frequent  need  for  a  wide  range  of  rehabilitative  and  health  maintenance 
services." 

AO  A  Comment:  Medicine's  insistence  that  physicians'  offices  must  be  the  only 
point  of  entry  into  the  health  care  system  by  Medicare  beneficiaries  is  a  direct 
contradiction  of  efforts  by  the  Congress  and  by  various  Federal  agencies  to 
increase  rather  than  decrease  the  points  of  entry  available  to  recipients.  The 
physician  wishes  to  dominate  and  is  unwilling  to  share  the  patient  load  in 
any  way  with  the  optometric  eye  care  practitioner,  even  though  the  Federal 
government  and  officials  of  organized  medicine  acknowledge  an  extreme  short- 
age of  medical  practitioners. 

It  is  highly  inconsistent  that  medicine  should  assume  this  peculiar  attitude 
toward  optometry,  because  medical  doctors  have  not  presented  serious  opposi- 
tion to  inclusion  of  such  non-medical  health  care  practitioners  as  dentists,  osteo- 
pathic physicians,  and  podiatrists  as  points  of  entry  into  the  Medicare  system. 
Among  the  five  primary  health  care  professions  recognized  by  the  Federal 
government,  only  optometry  is  seemingly  excluded  as  a  point  of  entry. 

The  American  Optometric  Association  fails  to  see  the  logic  of  further  increas- 
ing the  physician's  already  overtaxed  capabilities.  It  is  illogical  to  increase  the 
responsibility  and  workload  of  the  physician  at  the  very  time  his  profession  is 
grasping  for  methods  of  training  more  ancillary  personnel  to  perform  many 
of  the  very  tasks  the  physician  claims  he  and  he  alone  must  perform. 

It  is  unrealistic  for  other  reasons  to  suggest  that  a  patient  seeking  vision 
care  should  first  be  examined  by  a  physician,  as  opposed  to  an  optometrist.  The 
safety  of  the  patient  and  the  appropriateness  of  the  services  provided  will  not 
be  most  adequately  assured  if  the  patient's  point  of  entry  is  the  general  physician 
or  a  medical  doctor  who  is  not  a  specialist  in  the  field  of  vision  care.  The 
general  physician  and  non-ophthalmological  specialist  are  not  as  qualified  as 
the  optometrist  to  provide  vision  care  services,  including  detection  of  ocular 
diseases,  because  they  do  not  have  the  specialized  training,  experience  and/or 
equipment.  According  to  at  least  one  study  (Peterson:  North  Cardinal)  the 
general  physician  does  not  routinely  conduct  tests  that  would  apprise  him  of 
the  presence  of  eye  disease  in  its  early  stages.  An  optometrists  does  routinely 
perform  such  tests. 

Moreover,  it  would  be  extremely  difficult  for  the  ophthamologist  to  examine 
all  Medicare  patients  seeking  vision  care,  and  to  provide  them  with  high  quality 
care,  because  he  already  is  heavily  overburdened.  In  this  respect,  an  editorial 
in  the  American  Journal  of  Ophthalmology  for  September,  1962,  complained  that : 
"The  practicing  ophthalmologist  has  become  spread  so  thin  and  is  trying 
to  cover  so  much  ground  that  necessarily  he  must  cut  corners  in  practicing 
good  ophthalmology.  He  is  not  taking  tensions  as  often  as  he  should.  He  is 
not  checking  visual  fields  as  he  should.  He's  doing  a  less  complete  exami- 
nation of  the  fundus  than  he  would  if  he  had  more  time.  This  he  rationalizes 
by  the  pressure  upon  him  to  give  a  larger  number  of  people  some  sort  of 
an  examination  rather  than  to  look  after  a  few  people  with  a  thorough  and 
proper  examination.  A  great  number  of  patients  go  without  eye  examinations 
at  all.  .  .  .  Ophthalmologists  are  so  busy  in  their  practice  that  the  skills 
learned  20  years  ago  are  followed  as  the  ophthalmologist,  because  of  pressure 
of  time,  cannot  learn  and  follow  new  skills  constantly  being  developed. 
Many  ophthalmologists  have  treated  glaucoma  for  30  years  without  tonog- 
raphy. Rather  than  take  time  out  of  their  busy  lives  to  learn  how  to  do 
tonography  and  to  spend  the  money  necessary  for  new  equipment,  the  old 
methods  and  not  the  new  are  being  followed." 
In  many  areas  the  optometrist  is  the  only  vision  care  specialist  readily  avail- 
able, and  any  requirement  that  a  Medicare  patient  must  first  be  examined  by 
an  ophthalmologist  would  needlessly,  and  in  some  cases  seriously,  delay  a  pa- 
tient's receiving  the  specialized  attention  that  he  needs. 
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Procedures  adopted  by  privately  operated  and  financed  health  care  plans  do 
not  support  the  contention  that  the  physician  should  be  the  only  point  of  entry 
into  a  health  care  program.  In  some  of  these  plans,  such  as  the  health  care  pro- 
gram of  the  National  Maritime  Union,  the  beneficiary  is  first  examined  by  an 
optometrist,  who  then  refers  the  beneficiary  to  an  ophthalmologist  or  other 
medical  specialist  if  disease  or  pathology  is  present.  Moreover,  it  is  the  unanimous 
judgment  of  all  the  state  legislatures  that  the  optometrist  is  fully  qualified  to 
engage  in  his  practice  on  an  independent  basis,  and  more  than  92  million  persons, 
including  the  elderly,  regularly  utilize  some  form  of  optometric  care.  Secretary 
Cohen's  report  contains  no  empirical  data  or  any  data  at  all,  for  that  matter, 
which  in  any  way  shows  that  the  unanimous  judgment  of  the  state  legislatures 
is  in  error,  or  that  optometric  patients  have  not  received  high  quality  vision 
care. 

What  is  really  being  stated  in  "Physician  Referral"  and  under  item  1  in  the 
"Patient  Care  Plan"  on  page  209  is  that  medicine  is  anxious  to  maintain  total 
control  of  patient  management  under  Medicare.  Are  we  to  view  this  as  a  means 
of  avoiding  any  possibility  that  other  recognized  and  licensed  non-medical  health 
practitioners  might  function  as  cooperating  equals  rather  than  ancillaries? 
This  position  totally  ignores  the  fact  that  more  "points  of  entry"  into  the  health 
care  system  are  sorely  needed  so  that  prompt  and  efficient  attention  can  be 
given  each  beneficiary  who  requires  health  care  services. 

Todays  modern  health  care  team  consists  of  a  group  of  cooperating  equals  who 
work  together,  shoulder  to  shoulder,  respecting  each  other's  particular  areas 
of  expertise  and  concentrating  their  total  energies  on  solving  the  patient's  health 
problems.  Cooperation,  mutual  respect  and  trust  are  necessary  ingredients  for 
the  realization  of  succesful  health  care  programs.  Optometry  stands  ready  to 
fulfill  her  responsibility  to  the  American  people  as  a  cooperating  member  of  this 
team. 

The  American  Optometric  Association  regrets  that  the  report  was  used  as  a 
sounding  board  to  project  such  a  parochial  point  of  view.  Erroneous  conclusions 
relating  to  optometry  arrived  at  in  this  report  are  based  primarily  on  medical 
politics  and  not  an  scientific  facts.  They  represent  emotional  feelings,  not  reliable 
documentation.  These  statements  do  not  serve  the  public  interest. 

We  reject  the  "Report  to  Congress  on  Independent  Licensed  Practitioners 
Under  Medicare"  in  that  part  relating  to  optometry  as  basically  untruthful, 
grossly  misleading,  and  injurious  to  the  public  health  and  welfare. 

Dr.  McCrary.  It  seems  to  us  that  this  country  possesses  the  ability 
to  finance  optometric  care  under  title  XVIII  and  that  the  existing 
strict  State  licensing  and  regulation  of  optometric  and  medical 
practitioners  provides  appropriate  control  to  assure  medicare 
recipients  of  high  quality  care. 

On  behalf  of  the  American  Optometric  Association,  I  thank  you 
for  your  time  and  attention. 

Mr.  Averill  and  I  would  be  happy  to  attempt  to  answer  any  questions 
which  you  might  have. 

Mr.  Burke.  The  committee  thanks  you  for  your  statement.  I  imagine 
you  want  to  have  these  charts  included  with  your  statement. 

Dr.  McCrary.  Yes,  sir. 

Mr.  Btjrke.  Also  the  summary  at  the  end  ? 

Dr.  McCrary.  Yes,  sir. 

Mr.  Burke.  That  is  all  included  without  objection. 
(The  documents  referred  to  follow :) 
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TABLE  33c— TYPE  OF  PRACTICE  OF  OPHTHALMOLOGISTS  (M.D.  AND  D.O.):  1968 


Ophthalmologists 


Type  of  practice  Number  Percent 


All  active  ophthalmologists   9,  530  100.  0 


Self-employed       7,530  79.0 


Solo  practice   5,400  56.7 

Partnership  practice^      1,300  13.6 

Group  practice  _     500  5.2 

Nongroup   330  3.5 


Employed  by   -    2,000  21.0 


Federal,  State,  county,  or  city  hospital   100  1.0 

Nongovernment  hospital       50  .5 

Federal, State, county,  orcity  government(otherthan  hospital)   50  .5 

Medical  or  osteopathic  school  or  university   200  2.1 

Military,  training  programs,  or  status  not  reported...    1, 600  16. 8 


Source:  National  Center  for  Health  Statistics,  Division  of  Health  Resources  Statistics— data  collected  in  the  1968  Vision 
and  Eye  Care  Manpower  Survey;  Survey  of  Ophthalmologists,  September  to  December  1968. 


TABLE  33F.— TYPE  OF  PRACTICE  OF  OPTOMETRISTS,  1968 


Optometrists 


Type  of  practice  Number  Percent 


All  active  optometrists     18, 000  100. 0 


Self-employed       15,300  85.0 


Solo  practice      12,700  70.6 

Partnership  practice      2,000  11.1 

Group  practice      500  2.8 


Employed  by         2,700  15.0 


Government       50  0.3 

Optometrist(s)        900  5.0 

Ophthalmologist(s)      100  0.5 

Physician(s)  other  than  ophthalmologists..     50  0.3 

Firm  or  corporation  (proprietary)      600  3.3 

Nonprofit  organization  or  institution   ■   200  1.1 

Military,  or  status  not  reported      800  4.  4 


Source:  National  Center  for  Health  Statistics,  Division  of  Health  Resources  Statistics;  data  collected  in  the  1968  Vision 
and  Eye  Care  Manpower  Survey;  Survey  of  Optometrists,  September  to  December  1968. 

Attachment  C 

V.  Eugene  McCrary,  O.D.,  4500  Beechwood  Road,  College  Park,  Maryland,  20740. 

Birth  date :  10/25/27. 

Academic  Background:  Pre-optometry :  Furman  University,  Greenville,  South 
Carolina. 

Optometry  (O.D.):  Northern  Illinois  College  of  Optometry,  Chicago,  Illinois. 

Area  of  Specialization:  Visual  Training  and  Contact  Lenses. 

Memberships  and  Fellowships:  American  Academy  of  Optometry — Fellow; 
American  Association  for  Advancement  of  Science — Fellow;  American  Opto- 
metric  Association — President,  1965-1966;  Director,  Department  of  National 
Affairs — 1967-present ;  Optometric  Extension  Program;  Central  Maryland  Opto- 
metric Society — Founder  and  Past  President ;  Maryland  Optometric  Association — 
Past  President ;  Maryland  Board  of  Examiners  in  Optometry — 1958-1965 ;  and 
Better  Vision  Institute. 

Other:  Lions  Club  of  College  Park— President,  1958-1959;  College  Park  Boys 
Club ;  College  Park  Board  of  Trade ;  Prince  Georges  County  Chamber  of  Com- 
merce ;  National  Health  Consultant  to  OEO — Project  Headsitart ;  Member,  Presi- 
dent's Committee  for  Employment  of  the  Physically  Handicapped ;  and  Member, 
Commission  on  Finance,  University  Methodist  Church,  College  Park,  Maryland. 

Currently  working  with  the  Maryland  State  Department  of  Health  to  integrate 
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optometric  services  into  the  State's  Title  XIX  and  other  comprehensive  health 
programs. 

Military:  United  States  Navy — Lieutenant  (MSC,  USNR). 

Awards:  Outstanding  Service  Award — 1955,  Jaycees  of  Prince  Georges  County ; 
Distinguished  Service  Award,  Lions  District  22-C — 1956 ;  and  Noteworthy  Prac- 
titioner— 1958,  Beta  Sigma  Kappa. 

Summary 

The  American  Optometric  Association  is  aware  of  the  acute  need  for  profes- 
sional eye  examinations  and  corrective  lenses  among  individuals  in  the  65-and- 
over  age  group.  This  need  was  given  formal  recognition  by  HEW  Secretary  Wil- 
bur Cohen  in  his  December  28,  1968  report  to  the  Congress  as  required  by  Sec- 
tion 141  of  Public  Law  90-248.  On  page  123  of  that  report  is  the  following  state- 
ment : 

"It  is  recognized  that  corrective  lenses  and  refractive  services  are  neces- 
sary for  the  health,  social  adjustment,  vocational  skills,  and  intellectual  pur- 
suits of  many  elderly  persons.  It  is  suggested  that  when  financing  permits, 
these  services,  provided  under  appropriate  controls,  be  considered  for  early 
inclusion  in  the  Medicare  program  and  that  optometrists'  refractive  services 
be  covered." 

Present  Title  XVIII  provisions  exclude  routine  vision  examinations  for  Medi- 
care beneficiaries.  Because  of  the  significant  number  of  individuals  65  years  of 
age  and  over  who  need  some  type  of  visual  correction  to  regain  or  maintain  func- 
tional vision,  there  is  a  correspondingly  urgent  need  to  make  initial  and  periodic 
vision  examinations  conveniently  available  as  eligible  benefits  under  Title  XVIII. 

Besides  dealing  with  immediate  specific  complaints  about  faulty  vision  which 
may  endganger  the  personal  health,  safety  and  well-being  of  Medicare  benefici- 
aries, such  vision  examinations  would  serve  to  provide  early  detection  of  ocular 
diseases  and  systemic  diseases  observable  through  the  eye. 

While  beneficiaries  now  receive  vision  examinations  from  physicians  under 
the  guise  of  a  medical  examination  for  a  specific  complaint,  the  real  need  is  not 
being  met  as  a  result  of  the  language  of  Title  XVIII.  To  obtain  such  an  examina- 
tion today,  the  recipient  must  lend  himself  to  the  fiction  that  he  has  a  medical 
complaint  about  his  vision.  Having  done  so,  the  physician  may  then  proceed  with 
a  complete  vision  examination  which  is  comprised  of  the  same  procedures  used 
in  a  similar  examination  performed  by  an  optometrist.  In  essence  the  vision  exami- 
nation performed  by  a  physician  is  truly  optometric  in  character.  The  only  differ- 
ence exists  in  the  fact  that  a  physician  can  provide  the  examination  by  calling  it 
a  "medical"  problem,  whereas  an  optometrist  is  prohibit  from  receiving  payment 
for  the  identical  service,  due  to  the  language  of  Title  XVIII.  This  situation  de- 
prives the  recipient  of  his  freedom  of  choice  of  practitioner  although  he  might 
prefer  to  consult  an  optometrist  who  has  efficiently  provided  his  eye  care  for  many 
years. 

The  Social  Security  Administration  actuary  testified  in  1967  hearings  on  Title 
XVIII  amendments  that  costs  would  be  prohibitive  if  Medicare  included  vision 
examinations  and  eyeglasses.  Experience  with  groups  of  individuals  aged  65-and- 
over  in  prepaid  vision  care  plans  indicates  that  a  relatively  small  percentage  of 
those  eligible  actually  take  advantage  of  the  services  available.  This  factor,  com- 
bined with  utilization  controls  recommended  by  the  American  Optometric  Asso- 
ciation, would  prevent  over-utilization  and  abuse  of  vision  care  benefits  if 
provided  by  Medicare,  yet  provide  the  basic  health  need  of  regular  vision 
examinations. 

Equity  for  Medicare  recipients  and  for  optometrists  under  Medicare  can  be 
assured  only  by  amending  the  present  definition  of  "physician"  to  include  op- 
tometrists. This  amendment  would  merely  permit  optometrists  to  provide  op- 
tometric services  which  are  now  provided  by  ophthalmologists,  even  though 
present  restrictions  on  services  were  retained  in  provisions  of  Title  XVIII. 
The  American  Optometric  Association  endorses  a  full-scale,  comprehensive  vi- 
sion care  program  for  Medicare  beneficiaries,  but  believes  that  short  of  that 
goal,  steps  should  at  least  be  taken  to  guarantee  the  beneficiaries'  freedom  of 
choice  and  equality  of  recognized  practitioners  in  the  vision  care  field. 

RECOMMENDATIONS 

"  1.  Section  1861  fr)  of  Title  XVIII  should  be  amended  to  define  optometrists 
as  physicians  to  the  extent  they  are  permitted  by  State  law  to  perform  vision 
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examinations  and  provide  related  services.  Such  an  amendment  would  eliminate 
the  costly  and  inequitable  implied  requirement  that  a  recipient  must  either  con- 
sult a  physician  for  an  eye  examination,  or  in  the  case  of  prosthetic  devices 
must  obtain  a  physician's  certification  of  medical  need  before  an  optometrist 
may  be  paid  or  reimbursed  for  services  rendered. 

2.  Medicare  recipients  should  be  made  eligible  for  a  complete  vision  examina- 
tion and  prescription  upon  enrollment  in  Medicare,  and  a  complete  vision  ex- 
amination should  be  authorized  each  second  year  after  initial  enrollment,  with 
such  examinations  provided  by  either  an  optometrist  or  a  physician,  whichever 
the  recipient  selects. 

3.  Eyeglass  frames  and  lenses  prescribed  by  an  optometrist  or  a  physician 
should  be  paid  for  by  the  Medicare  beneficiary. 

Mr.  Burke.  Have  you  any  questions  ? 
Mr.  Bush.  I  have  one,  Mr.  Chairman. 
Mr.  Burke.  Mr.  Bush  ? 

Mr.  Bush.  In  Mr.  Cohen's  recommendations  he  did  mention  finan- 
cial costs.  Do  you  have  any  figures  here  ? 

Dr.  McCrary.  Sir,  they  are  not  here,  but  I  would  be  glad  to  furnish 
the  committee  with  some  cost  figures.  We  do  have  some  cost  estimates. 

Mr.  Bush.  Mr.  Chairman,  I  think  if  they  were  in  a  form  that 
wouldn't  be  too  burdensome  for  the  record,  it  might  be  useful  to  have. 
One  of  the  problems  that  the  committee  is  facing,  of  course,  is  the  cost 
of  new  services  in  this  program.  Some  of  us  are  worrying  about  the 
ones  we  have  in  there,  and  if  you  had  some  estimates,  I  think  it  might 
be  helpful. 

Mr.  McCrary.  We  will  be  very  glad  to  furnish  that  for  the  com- 
mittee. Our  estimates  on  the  cost  are  as  follows. 

First  of  all,  what  we  are  proposing  is  not  a  total  eye  care  program. 

Mr.  Bush.  J ust  for  the  services  that  you  are  recommending  we  have  ? 

Dr.  McCrary.  Yes,  sir.  We  estimate  that  it  would  cost  $1.69  per  year 
per  recipient  or  14  cents  per  month  per  enrollee  and  we  will  be  glad  to 
furnish  a  supplementary  statement. 

Mr.  Bush.  What  would  that  be  in  total  ?  I  don't  want  to  take  too 
much  of  the  committee's  time,  but  what  are  we  talking  about  in  terms 
of  hundreds  of  thousands  of  dollars  or  millions  of  dollars  or  something 
like  that? 

Dr.  McCrary.  Roughly  about  $30  million. 

Mr.  Bush.  $30  million. 

Dr.  McCrary.  Yes,  sir. 

Mr.  Bush.  Thank  you. 

Mr.  Corman.  Mr.  Chairman. 

Mr.  Burke.  Mr.  Corman. 

Mr.  Gorman.  Considering  the  age  of  the  beneficiaries  and  the  proba- 
bility of  their  needs  for  optometric  services,  I  am  wondering  if  that  is 
a  realistic  figure.  On  what  is  it  predicated  ? 

Dr.  McCrary.  We  thnk  it  is  realistic.  It  is  predicated  on  utilization 
figures  which  we  have  taken  from  prepaid  eye  care  programs  that  are 
working  in  the  private  sector  such  as,  for  instance,  Kaiser  Permanente 
and  some  of  the  groups  like  this  and  it  is  predicated  on  a  utilization 
figure  of  about  16  percent  per  year  of  those  that  are  enrolled. 

Now,  of  course,  one  of  the  

Mr.  Corman.  I  am  not  sure  the  analogy  is  completely  accurate.  The 
logic  of  the  Government  telling  the  medicare  participant,  "If  you  have 
a  sore  toe,  we  will  worry  about  you,  but  if  you  have  a  sore  eye,  we  for- 
get about  you"  escapes  "me  completely.  I  think  we  should  give  atten- 
tion to  all  of  the  medical  care  needs  of  these  recipients. 
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I  think  we  ought  to  be  realistic  in  what  it  costs,  but  I  think  we  ought 
to  provide  it.  When  I  am  over  65  I  would  rather  see  well  than  do  most 
anything,  I  expect.  I  just  cannot  agree  with  this  kind  of  selectivity  of 
what  we  tell  the  old  folks  they  had  better  have  wrong  with  them. 

Dr.  McCrary.  I  certainly  agree  with  you  there.  Of  course,  the  orig- 
inal concern,  as  I  understand  it,  of  the  health  care  under  social  secu- 
rity was  to  provide  for  catastrophic  types  of  illness  and  I  am  sure  that 
in  previous  hearings  we  have  heard  about  certain  family  situations 
where  the  entire  life  savings  of  a  family  were  wiped  out  when  Uncle 
Joe  or  somebody  got  sick  and  was  hospitalized. 

This  was  the  beginning  philosophy.  Of  course,  we  also  talk  today 
about  enriching  the  quality  of  life  and  certainly  the  ability  to  see 
clearly  for  certain  tasks,  both  vocational  and  avocational,  to  watch  TV, 
or  travel  about  the  country,  after  many  people  retire,  which  they  pre- 
fer to  do,  is  an  exceedingly  important  capacity. 

Ability  to  be  able  to  read  and  keep  in  touch  with  what  is  going  on 
in  the  world,  we  feel  is  a  very  positive  enriching  type  of  thing  for 
people.  I  certainly  agree  that  it  is  important  and  there  is,  of  course, 
a  great  deal  of  difficulty  in  making  cost  estimates  in  any  area  as  this 
committee  certainly  knows,  considering  some  of  the  previous  experi- 
ences with  cost  estimates  in  this  kind  of  thing. 

It  is  difficult,  but  we  will  be  very  glad  to  help  in  every  way  that  we 
can  with  whatever  we  can  offer. 

Mr.  Gorman.  I  would  hope  that  our  objective  would  be  to  give  the 
recipient  a  total  package  of  care  and  finance  it  realistically.  I  appre- 
ciate very  much  your  support  for  that  philosophy  in  your  area  of 
responsibility. 

Dr.  McCrary.  Yes,  sir.  I  might  add,  that  I  was  quite  interested  in 
the  comments  earlier  by  the  preceding  witness  particularly  about  the 
rehabilitation  aspects  of  those  individuals  on  aid  to  families  with 
dependent  children  and  I  would  simply  add  a  comment  here  that  I 
think  that  the  Vocational  Rehabilitation  Act  may  have  some  philos- 
ophy in  it  that  could  be  used  in  terms  of  assisting  in  recognizing 
problems,  assisting  people  with  being  rehabilitated  to  job  skills  that 
are  relevant  and  that  are  available.  The  Vocational  Rehabilitation 
Act  takes  individuals  who  have  generally  been  physically  injured 
in  some  way  and  teaches  them  new  skills  to  overcome  their  problems, 
and  we  might  say  that  those  families  who  are  on  aid  to  families  with 
dependent  children  are  in  effect  in  a  traumatic  kind  of  situation. 

Mr.  Corman.  I  would  heartily  agree  that  this  is  a  good  program, 
but  I  would  not  like  to  see  the  test  for  the  aged  that  we  would  give 
them  care  only  to  move  them  back  into  the  labor  market. 

Dr.  McCrary.  No.  I  have  deviated  from  title  XVIII  temporarily. 

Mr.  Bush.  Mr.  Chairman? 

Mr.  Burke.  Mr.  Bush. 

Mr.  Bush.  Just  one  other  question  on  financing  for  the  record. 
How  much  would  an  examination  like  this  cost?  What  is  your  charge 
per  examination  ?  Let  me  ask  this.  What  is  the  going  rate  for  a  com- 
mercial examination  today?  If  I  just  went  down  and  got  a  test  like 
this,  what  would  it  cost  ? 

Dr.  McCrary.  I  don't  know  about  a  commercial  examination,  Con- 
gressman, but  for  a  general  care,  I  would  say  somewhere  in  the  range 
between  $15  and  $30. 

Mr.  Bush.  For  this  examination  ? 
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Dr.  McCrary.  That  is  in  the  ballpark,  right. 

Mr.  Bush.  You  propose  though,  to  enroll  half  of  the  total  in  the 
first  year.  That  is  10  million  people  roughly,  isn't  it? 

Dr.  McCrary.  No.  They  would  all  be  eligible  which  would  be  ap- 
proximately 18  million,  but  they  would  be  eligible  for  the  service  only 
every  2  years. 

Mr.  Bush.  Say  we  just  adopted  your  suggestion  and  put  these  peo- 
ple in.  How  many  people  in  the  first  year  would  get  an  examination  ? 
Dr.  McCrary.  We  figure  about  16  percent. 
Mr.  Bush.  Sixteen  percent,  far  less. 
Dr.  McCrary.  Utilization  figures. 

Mr.  Bush.  Why  do  you  figure  that  16  percent  would  avail  them- 
selves if  all  were  given  a  free  examination  ?  Why  wouldn't  nearly  50 
percent  or  100  percent?  Everybody  would  want  to  avail  himself  of 
this  free  service  ?  Why  wouldn't  you  have  more  than  16  percent  do  it  ? 

Dr.  McCrary.  Because,  as  I  stated  earlier,  these  experience  figures 
which  we  have  which  we  are  working  with  are  taken  from  going  plans 
now,  which  provide  for  eye  care  services,  for  instance,  such  as  group 
health  associations  here  in  Washington.  They  provide  for  eye  care 
services.  There  overall  experience  utilization  figures  are  somewhat 
less  than  16  percent. 

Mr.  Bush.  These  are  older  people  ? 

Dr.  McCrary.  This  is  a  cross  section  of  ages. 

Mr.  Bush.  If  you  get  a  concentration  of  older  people  and  free  serv- 
ice, surely  you  would  have  more  utilization.  All  I  am  trying  to  do  is 
just  be  sure  when  we  get  these  figures  that  we  are  not  going  to  come 
back  and  say,  "Oh  my  heavens,  we  have  miscalculated."  If  you  took 
half  the  people  and  used  a  figure  of  $15  million,  it  is  $150  million  as 
opposed  to  $30  million,  I  think  if  that  is  realistic  at  all,  and  it  happens 
every  2  years  as  I  see  this.  I  wonder  whether  your  estimates  are  on  the 
target  or  whether  they  could  be  considered  on  the  conservative  or  low 
side. 

Dr.  McCrary.  We  think  they  are  on  the  target.  Of  course,  only  the 
perspective  of  history  is  going  to  be  able  to  tell  us  that  for  sure.  I  don't 
know  how  to  say  that  you  could  second-guess  the  utilization,  except  to 
say  that  this  is  based  on  experience  figures  which  we  have. 

Mr.  Bush.  But  those  are  not  for  old  people. 

Dr.  McCrary.  It  is  not  specifically  for  that,  but  as  to  the  idea  of 
saying,  "Okay,  this  is  a  free  benefit,  everybody  can  have  it"  I  can  tell 
you  from  personal  experience  about  a  situation  we  had  in  Baltimore 
under  title  V  where  they  opened  a  clinic  and  staffed  it  in  a  poverty 
neighborhood  and  said,  "we  are  ready  to  do  business  for  free."  Nobody 
came  in. 

Mr.  Bush.  What  were  they  selling  ? 

Dr.  McCrary.  General  health  care  to  children,  primarily  targeted 
toward  children.  Here  it  was,  health  care. 

Mr.  Burke.  How  were  they  notified  about  the  availability  of  the 
health  service  ? 

Dr.  McCrary.  Well,  through  social  workers,  through  the  Health 
Department,  through  articles  in  the  newspapers  and  this  sort  of  thing. 
It  was  a  long  time  before  the  patient  load  ever  became  minimal.  In 
other  words,  there  is  not  this  immediate  response  to  the  offer  of  free 
care  that  vou  might  ordinarily  think,  because  the  message  doesn't  al- 
ways get  through. 
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In  other  words,  nationally  if  you  are  going  to  make  the  service  avail- 
able, it  is  available. 

Mr.  Burke.  If  they  send  out  10,000  post  cards  they  might  have  a 
higher  response,  which  would  be  a  direct  notice  to  the  individual. 

Dr.  McCrary.  That  is  right.  There  is  certainly  a  communications 
problem  with  regard  to  what  is  available  and  what  is  accessible  and  this 
sort  of  thing.  I  think  that  this  is  one  of  the  factors  that  I  believe  tends 
to  mitigate  toward  a  lower  utilization  than  you  might  ordinarily  think. 

Mr.  Burke.  The  only  thing  is  that  on  social  security,  if  this  service 
were  available,  I  know  the  Congressmen  would  put  it  in  their  news 
letters.  I  would  put  it  in  the  140,000  news  letters  that  go  to  my  district 
and  there  would  be  a  notice  that  this  service  was  available  free,  and  I 
imagine  there  would  be  a  response  from  quite  a  few  of  them. 

Dr.  McCrary.  I  am  sure  there  would. 

Mr.  Burke,  I  imagine  the  same  would  happen  in  a  majority  of  the 
congressional  districts  and  the  U.S.  Senators  would  be  notifying  them 
and  the  Social  Security  offices,  so  that  I  think  your  figures  are  very 
low. 

Dr.  McCrary.  Well,  as  I  said,  Mr.  Chairman,  we  will  be  glad  to 
furnish  a  copy  of  the  written  figures  and  the  justification  for  them 
for  the  record  and  for  your  consideration.  Certainly  if  the  service  is 
going  to  be  offered  we  wouldn't  recommend  hiding  your  candle  under  a 
bush.  In  other  words,  people  should  know  about  it.  But  this  is  one  of  the 
great  problems. 

Mr.  Burke.  There  is  the  famous  answer  when  the  question  was  asked 
of  the  Department  of  Health,  Education,  and  "Welfare,  what  the  cost 
of  title  XIX  would  be,  the  agency  answered  that  it  would  cost  the 
Federal  Government  about  $200  million  a  year  and  I  believe  in  the 
first  year  they  were  90  percent  off  in  their  estimate. 

Dr.  McCrary.  Yes,  sir.  I  remember  that  very  well.  Mr.  Averill 
points  out  to  me  that  this  figure  is  actually  a  32-percentile  utilization 
figure  over  a  period  of  2  years ;  in  other  words,  if  then  are  entitled  to  an 
eye  examination  every  2  years  and  you  figure  16  percentile  each  year 
utilize  it,  which  is  a  projection  on  a  yearly  basis. 

Mr.  Bush.  What  price  did  vou  use  per  examination  in  your  figures  ? 

Dr.  McCrary.  We  were  going  to  get  to  that.  On  the  examination 
I  might  say  we  have  worked  up  a  relative  service  value  schedule  to 
assure  a  comprehensive  type  of  examination  which  includes  case  his- 
tory, visual  acuity  testing,  health  screening,  neurological  signs  for 
subjective  and  objective  refraction  tests  and  so  forth,  the  fee  which  we 
projected  was  $20. 

Mr.  Bush.  Then  16  percent  of  20  million  people,  is  3,200,000  at  $20, 
which  is  $64  million  as  opposed  to  your  original  estimate  of  $40  mil- 
lion, unless  my  mathematics  are  wrong. 

Mr.  Averhl.  Congressman,  you  have  to  remember  that  approxi- 
mately 54  percent  of  present  part  B  enrollees  did  not  come  up  to  the 
$50  deductible  and  that  is  a  factor  being  considered  which  reduces 
that  overall  total  expense. 

Mr.  Bush.  They  could  be  right  up  against  the  deductible.  Well, 
thank  you,  Mr.  Chairman.  I  agree  with  the  chairman  that  these  figures 
seem  low.  I  am  not  being  argumentative  about  whether  these  things 
ought  to  be  in  there,  but  I  think  the  estimates  seem  unusually  low. 

Mr.  Burke.  Are  there  further  questions? 
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We  will  leave  the  record  open  at  this  point  for  submission  of  your 
figures. 

(The  information  referred  to  follows :) 

Title  XVIII. — Eye  Examination  Program  and  Cost  Estimate  Prepared  and 
Recommended  by  the  American  Optometric  Association 

the  minimum  program 

All  persons  enrolled  in  Part  B  of  Medicare  would  be  entitled  to  a  full  Visual 
Analysis  (see  components  in  #101)  by  an  optometrist  or  physician  skilled  in 
diseases  of  the  eye  once  each  24  months. 

All  persons  who  have  received  #101  Visual  Analysis  and  who  require  a 
prescription  for  lenses,  shall  receive  a  Case  Work-up  (#102)  and  be  provided 
with  a  prescription  for  eye  wear  by  the  optometrist  or  physician  skilled  in 
diseases  of  the  eye  making  the  Visual  Analysis. 

No  materials  to  be  provided  by  Medicare  (the  patient  procures  the  materials 
at  his  expense) . 

No  repairs  or  breakage  to  be  paid  by  Medicare. 

No  dispensing  or  other  services  pertaining  to  materials  paid  by  Medicare. 

Medicare  enrollee's  bill  for  covered  optometric  services  may  be  added  to  bills 
for  other  covered  Part  B  services,  and  be  paid  for  to  the  extent  of  80%  after  the 
first  $50  deductible  for  all  Part  B  services  has  been  satisfied. 

Estimate  of  costs  and  rationale  for  the  program: 

18,000,000  Part  B  enrollees  will  provide  2,880,000  persons  (16 


percent  of  18,000,000)  with  a  #101  Visual  Analysis  (100 

units)  at  a  cost  of  $288,  000,  000 

88  percent  of  #101  recipients  will  require  #102  services.  Thus 
2,541,440  enrollees  will  require  #102  services  (50  units 
each)    127,072,000 


Total    415,072,000 

AO  A  eye  care  cost  estimates:  415,072,000  units  @  20tf  per  unit 
would  cost   83,  014,  000 


Allocation  of  costs  of  204  per  unit  ($83,014,000)  : 

54  percent  of  Part  B  enrollees  using  covered  services  do  not 

meet  the  deductible  amount  to  recover  80  percent  of  the 

cost.  They  would  pay  

46  percent  of  part  B  enrollees  using  covered  services  would  meet 

the  deductible  amount  and  recover  80  percent  of  their  claim. 

They  would  pay  

The  cost  to  medicare  would  amount  to  only  

Cost  per  patient  served  at  20$  per  unit  would  be — (per  case)  

Actual  cost  to  medicare  (per  case) 

Actual  cost  per  enrollee  to  medicare,  $1.69  per  year  or  $.14  per 

month  per  enrollee 

Relative  Service  Values  in  Units 

No.  101  Visual  analysis  and  diagnosis:  100  Units  (This  service  is  variously 
designated  as  "Visual  Analysis,"  "Eye  Examination,"  and  "Refraction."  It  is 
a  comprehensive  basic  service  covering  these  procedures  when  fully  rendered 
and  are  compensated  for  within  the  units  assigned) . 

PROCEDURES 

Case  history  with  occupational  vision  evaluation. 
Visual  acuity  testing  (central — distance  and  near). 
Ophthalmoscopy  and  external  eye  health  evaluation. 
Ocular  motility  testing  (versions,  rotations,  cover  tests). 
Neurological  integrity  tests. 
Subjective  and  objective  refraction  at  far  point. 
Subjective  and  objective  refraction  at  near  point. 

Phorometric  tests  of  accommodation,  convergence,  and  binocular  coordination. 
Opthalmometry  or  Keratometry. 


44,  827,  000 


7,  637,  000 
30,  550,  000 
28.  82 
10.  61 
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Confrontation  Fields  (as  required). 
Diagnosis. 

No.  102  case  work  up.  Consultation  and  prescribing  (nonpresbyope)  50  units. 

Analysis  of  visual  needs. 

Determination  of  required  treatment/or. 

Programming  treatment/or 

Writing  prescription. 

Prescribing  responsibility/or. 

Post-prescription  visit. 

All  other  services  in  accordance  with  AOA  Relative  Service  Value  Schedule. 

(The  following  supplemental  statement  was  received  by  the 
committee:) 

Supplemental  Statement  by  the  American  Optometric  Association 

INTRODUCTION 

Mr.  Chairman  and  members  of  the  Committee :  the  American  Optometric  As- 
sociation appreciates  the  courtesy  of  the  Chair  in  allowing  submission  of  this 
brief  statement  and  further  recommendations,  as  a  supplement  to  our  testimony 
by  Dr.  V.  Eugene  McCrary  before  the  Committee  on  October  30. 

CONTENTS  OF  STATEMENT 

This  statement  will  deal  with  matters  involving  the  blind  under  programs 
established  by  Titles  II,  X,  and  XVI  of  the  Social  Security  Act ;  with  the  mater- 
nal and  child  health  benefits  programs  authorized  by  Title  V ;  and  with  some 
aspects  of  the  Title  XIX  Medicaid  program. 

PROGRAMS  FOR  THE  BLIND  UNDER  TITLES  II,  X,  AND  XVI 

As  the  American  Optometric  Association's  witness  stated  before  the  Com- 
mittee on  Ways  and  Means,  the  Congress  has  recognized  optometrists  as  profes- 
sionally competent  to  determine  the  eligibility  of  an  individual  for  benefits 
under  three  different  Titles  of  the  Social  Security  Act. 

These  are :  Aid  to  the  Blind  under  Title  X ;  Grants  to  States  for  Aid  to 
the  Aged,  Blind  or  Disabled  under  Title  XVI ;  and  Title  XIX,  Medicaid. 

OPTOMETRISTS  SERVE  THE  BLIND  AND  PARTIALLY  BLIND 

The  profession  of  optometry  and  its  practitioners  are  primarily  concerned 
with  the  general  visual  health  of  the  American  public,  through  preservation 
and  enhancement  of  functional  vision.  However,  in  the  course  of  providing 
their  services  to  the  public,  optometrists  see  a  great  many  individuals  of  all 
ages  who  have  lost  all  or  part  of  their  capacity  of  vision,  or  who  are  at  some 
point  down  the  scale  in  the  deterioration  of  their  vision.  Those  who  are 
blind  or  who  have  minimal  residual  vision  are  still  in  a  category  of  concern 
to  the  optometrist.  The  optometrist  in  mnay  cases  designs  and  prescribes 
special  low- vision  aids  for  the  partially  sighted  which  are  sufficient  to  im- 
prove residual  vision  and  restore  some  degree  of  function,  thereby  increasing 
the  patient's  visual  comfort  and  overall  efficiency.  Optometrists  also  occasion- 
ally fit  artificial  eyes. 

AOA  SUPPORTS  RECOMMENDATIONS  OF  ORGANIZATIONS  FOR  THE  BLIND 

Earlier  in  these  hearings  on  Social  Security,  the  Committee  heard  testi- 
mony by  a  representative  of  an  organization  for  the  blind,  interested  in  ob- 
taining the  best  possible  services  and  benefits  for  individuals  who  are  totally 
blind  or  legally  blind.  The  witness  addressed  his  comments  only  to  H.R.  3782. 
and  urged  that  Title  II  be  amended  to  liberalize  conditions  governing  eligibility 
of  blind  persons  to  receive  disability  insurance  benefits.  The  American  Opto- 
metric Association  endorses  that  position  and  H.R.  3782.  In  addition,  we  urge 
this  Committee  to  take  similar  action  with  respect  to  benefits  for  the  blind 
under  Title  X  and  Title  XVI. 

We  do  not  have  specific  amendments  to  recommend  at  this  time,  but  would 
like  the  record  to  show  our  support  for  adoption  of  amendments  which  would 
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serve  to  make  the  maximum  possible  benefits  fully  and  readily  available  to 
those  eligible  to  receive  them. 

title  v 

President  Nixon  in  a  recent  speech  cited  figures  which  show  that  some 
10,000,000  children  of  school  age  are  in  need  of  vision  care.  We  believe  that  certain 
amendments  should  be  made  to  Title  V  to  insure  that  optometric  services  will 
be  available  to  all  beneficiaries  under  this  Title  and  that  optometrists  may  serve 
as  participating  members  of  health  care  teams.  We  also  believe  that  vision  care 
programs  could  be  enhanced  and  enriched  by  the  full  cooperation  and  guidance 
of  a  school  or  college  of  optometry.  Artificial  and  prejudicial  barriers  to  full 
optometric  participation  and  utilization  must  be  removed  if  we  are  to  begin  to 
meet  the  visual  needs  of  this  nation's  youth. 

INEQUITIES  INHERENT  IN  LANGUAGE  OF  TITLE  XIX 

Thirty-one  of  the  forty-two  jurisdictions  which  have  initiated  Medicaid  pro- 
grams under  the  provisions  of  Title  XIX  have  included  optometric  services 
among  their  benefits.  This  has  added  great  strength  to  these  programs  at 
minimum  cost. 

The  American  Optometric  Association  is  concerned  that  administrative  regu- 
lations and  interpretation  of  certain  sections  of  Title  XIX  might  create  reluc- 
tance on  the  part  of  optometrists  to  become  involved  as  providers  of  vision  care 
services. 

Reluctance  on  the  part  of  optometrists  could  result  from  inequities  inherent 
in  the  language  of  Title  XIX  and  administrative  regulations  based  upon  that 
Title.  We  want  optometrists  to  fully  and  equitably  participate  in  this  Federal- 
State  partnership  program. 

EYE  CARE  PRACTITIONERS  SHOULD  BE  TREATED  EQUALLY 

All  vision  care  specialists  should  receive  equal  treatment  under  Medicaid.  It 
is  unjust  to  permit  a  situation  where  a  physician  may  perform  services  and  be 
paid  under  terms  of  category  5,  Section  1905(a),  Title  XIX,  for  the  same  or 
equivalent  services  for  which  the  optometrist  is  not  reimbursed.  This  could 
happen  if  the  State  plan  did  not  provide  explicitly  for  optometric  vision  care 
services  by  accepting  as  part  of  its  Plan  either  category  6  or  category  12  of 
Section  1905(a). 

The  American  Optometric  Association  believes  the  fees  for  services  performed 
by  an  optometrist  should  be  equal  to  the  fees  paid  physicians  for  identical 
services.  This  would  apply  to  all  aspects  of  vision  care  except  those  procedures 
physicians  perform  in  the  line  of  medication  and  surgery,  areas  in  which  they  are 
uniquely  trained  by  virtue  of  their  medical  degree.  In  too  many  instances,  the 
physician's  "usual  and  customary"  fees,  even  with  a  "fee  ceiling"  based  on 
reasonableness  for  the  specific  geographic  area,  exceed  the  fees  authorized 
(usually  a  negotiated  flat  fee)  for  optometrists  performing  the  same  services. 

We  hasten  to  point  out,  however,  that  in  some  States  optometrists  and 
physicians  skilled  in  diseases  of  the  eye  are  being  treated  equally,  with  both 
types  of  practitioners  abiding  by  the  same  fee  structures  and  the  same  authoriza- 
tion procedures.  We  feel  the  whole  subject  area  should  be  more  closely  spelled 
out  through  amendments  to  Title  XIX.  An  unhealthy  discriminatory  situation 
exists  here  which  deserves  attention  and  correction  by  the  Ways  and  Means 
Committee. 

CODE  OF  ETHICS  SHOULD  BE  USED  AS  BASIS  FOR  QUALIFICATION 

The  quality  of  vision  care  provided  under  Medicaid  programs  is  closely  tied 
to  the  professional  standards  and  behavior  of  those  providing  the  services.  The 
American  Optometric  Association  applauds  those  jurisdictions — notably  the  Dis- 
trict of  Columbia — which  have  accepted  the  American  Optometric  Association 
Code  of  Ethics  and  Standards  of  Practice  as  the  yardstick  by  which  profes- 
sional optometric  conduct  is  measured.  We  encourage  extension  to  all  jurisdic- 
tions of  this  method  of  qualifying  optometrists  as  providers  of  vision  care  serv- 
ices under  Title  XIX.  We  believe  standards  must  be  established  and  monitored 
for  professional  services  as  well  as  materials  consumed. 
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NEED  TO  CLARIFY  "COMPREHENSIVE  CARE"  PROVISIONS  EFFECTIVE  IN   19  77 

Looking  toward  the  date  in  1977  by  which  every  State  must  have  an  ongoing 
program  of  "comprehensive  health  care  services,"  we  believe  it  is  time  now  to 
amend  Title  XIX  to  more  clearly  spell  out  vision  care  and  optometric  services 
provisions  in  the  following  subsections  of  Section  1905(a)  :  (1)  inpatient  hos- 
pital services;  (4)  visual  care  under  skilled  nursing  home  services;  (6)  scope 
and  more  definitive  description  of  "remedial  care" ;  clarification  of  "clinic  serv- 
ices" as  that  term  relates  to  private  and  public  optometric  centers  and  the 
optometry  clinics  of  universities  and  colleges  under  item  (9)  ;  a  clearer  definition 
of  "prosthetic  devices"  under  item  (12)  ;  clarification  of  "other  diagnostic, 
screening,  preventative  and  rehabilitative  services"  under  item  (13)  ;  and  spell- 
ing out  of  types  of  services  under  item  (15)  now  defined  as  "any  other  type  of 
remedial  care  recognized  under  the  State  law,  specified  by  the  Secretary." 

BROADENING  SCOPE  OF  MEDICAID  BENEFITS  THROUGH   TERMINOLOGY  CHANGE 

To  assure  that  all  health  care  professionals  licensed  to  independently  examine 
and  prescribe  for  correction  of  human  deficiencies  are  permitted  to  take  their 
rightful  places  in  the  provision  of  services  under  Medicaid,  the  American  Opto- 
metric Association  urges  that  the  term  "medical"  be  replaced  by  the  word 
"health"  in  all  references  within  Title  XIX  except  those  specific  conditions  which 
must  clearly  be  handled  only  by  a  physician.  Only  in  this  way  may  the  bene- 
ficiaries of  Medicaid  have  assurance  of  availability  of  the  full  range  of  services 
envisioned  by  the  Congress  when  it  adopted  Title  XIX.  Such  a  change  in  ter- 
minology would  reflect  the  "team  concept"  of  health  care  and  would  provide  the 
framework  for  "complete  comprehensive  health  care"  as  directed  by  Public  Law 
89-97  and  amendments  thereto. 

AMENDMENTS  RECOMMENDED 

Title  II. — Should  be  amended  by  adoption  of  language  proposed  in  H.R.  3782. 

Title  V. — Amend  by  deleting  the  parenthesis  following  the  word  "dentistry" 
on  line  10,  section  509  (shown  on  page  206  of  "Compilation  of  Social  Security 
Laws,  Volume  1")  and  by  inserting  the  following:  "or  a  school  of  optometry)." 

Further  amend  Title  V  by  adding  the  word  "optometric"  after  the  word 
"medical"  on  line  29,  Section  509,  also  on  page  206  of  the  Compilation. 

Title  XIX. — Section  1950(a)  should  be  amended  by  adoption  of  appropriate 
language  to  correct  those  points  discussed  on  pages  3,  4,  5  and  6  of  this  statement. 

Dr.  McCrary.  Thank  you  very  much,  Mr.  Chairman. 
Mr.  Burke.  Thank  you  very  much  for  your  testimony. 
Our  next  witnesses  are  Dr.  Jaeckle  and  Dr.  Gordon. 

STATEMENT  OF  DR.  CHARLES  E.  JAECKLE,  VICE  PRESIDENT  ON 
S0CI0MEDICAL  AFFAIRS,  AMERICAN  ASSOCIATION  FOR  OPH- 
THALMOLOGY; ACCOMPANIED  BY  DR.  DAN  M.  GORDON,  MEMBER, 
COMMITTEE  ON  AGING 

Dr.  Jaeckle.  Mr.  Chairman  and  members  of  the  committee,  my  name 
is  Charles  E.  Jaeckle.  I  am  a  physician,  a  doctor  of  medicine,  residing 
and  practicing  in  Defiance,  Ohio.  I  confine  my  practice  to  ophthal- 
mology. I  am  consultant  to  the  U.S.  Public  Health  Service  for  the 
Ophthalmology  Manpower  Survey.  With  Prof.  Dan  M.  Gordon,  mem- 
ber of  the  Committee  on  Aging  of  the  American  Association  of  Oph- 
thalmology, I  am  here  on  behalf  of  the  association,  of  which  I  am  a  vice 
president  and  chairman  of  the  Committee  on  Medical  Services  and 
Prepayment  Plans. 

Ophthalmology  is  that  medical  specialty  which  is  concerned  with  all 
diseases  and  all  conditions  of  the  eye  and  of  the  visual  system  as  a 
whole — the  eyes,  the  related  structures,  the  ocular  mucles,  and  the  nerve 
pathways  to  and  from  the  brain.  We  are  here  to  support  the  present 
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provisions  of  title  XVIII  of  the  Social  Security  Act  as  they  apply  to 
patients  with  ocular  or  visual  problems,  and  oppose  the  change  of  those 
provisions  as  is  proposed  by  H.R.  13155  and  H.R.  2367. 

H.R.  13155  states  its  purpose  to  amend  the  act  "to  include  eye  care 
among  the  benefits."  We  wish  to  point  out  that  the  present  law  now  pro- 
vides almost  100  percent  coverage  for  eye  care.  No  different  principle 
applies  to  the  care  of  the  patient  with  ocular  symptoms  than  to  the 
care  of  any  other  patient.  The  patient  with  an  eye  problem  requires 
medical  examination  and  diagnosis.  Ocular  manifestations  cannot 
be  evaluated  as  isolated  disorders  of  a  particular  organ.  The  eye  and 
the  visual  system  must  be  evaluated  in  the  light  of  the  patient's  entire 
medical  status. 

Medical  diagnosis  and  the  treatment  of  disease  and  injury  can  only 
be  performed  legally  by  a  physician  licensed  to  practice  medicine 
and  surgery.  The  eye  patient,  like  all  other  patients,  needs  the  services 
of  physicians. 

The  Social  Security  Act  now  provides  coverage  for  those  services. 

It  is  important  that  the  Congress  understand  the  nature  of  eye  care 
and  the  manner  of  its  provision. 

The  conditions  and  diseases  of  the  eye  are  bound  up  with  condi- 
tions and  diseases  of  other  parts  of  the  body.  General  disease  is  an 
important  cause  of  blindness. 

All  physicians  are  concerned  with  the  eye.  The  physicians  chiefly 
responsible  for  treating  eye  conditions  are  the  68,000  family  physicians, 
42,000  internists,  17,000  pediatricians,  and  10,000  ophthalmologists. 
One-third  of  all  eye  medications  are  prescribed  by  physicians  who  are 
not  specializing  in  ophthalmology.  The  major  portion  of  the  respon- 
sibility for  the  provision  of  eye  care,  however,  falls  on  the  ophthal- 
mologist, supported  by  an  estimated  20,000  ophthalmic  medical 
assistants. 

Whatever  the  necessary  treatment  may  prove  to  be — local  or  gen- 
eral medications,  lenses,  surgery — the  care  of  the  eye  patient  begins 
with  medical  examination  and  diagnosis — with  examination  of  a 
patient,  not  an  organ  or  an  optical  system,  with  diagnosis  of  whatever 
conditions  the  patient  has,  and  with  the  interpretation  of  the  relation 
of  all  abnormalities  present — whether  inflammation,  refractive  error, 
diabetes,  glaucoma,  or  brain  tumor — to  each  other,  to  the  patient's  com- 
plaints, and  to  his  needs.  When  the  condition  requires  it  the  ophthal- 
mologist will,  in  the  course  of  and  as  an  integral  part  of  diagnostic  ex- 
amination, perform  a  determination  of  the  refractive  state  of  the  eye. 
The  present  medicare  law  covers  all  of  these  services  except  "proce- 
dures performed  for  the  determination  of  the  refractive  state."  The 
law  covers  ophthalmic  surgery,  except  cosmetic  surgery,  and  it  covers 
the  supply  of  the  artificial  eye  prosthesis  and  of  the  special  spectacles 
required  by  the  patient  who  has  had  cataract  surgery — the  prosthesis 
for  aphakia — when  they  are  prescribed  by  a  physician.  They  may  be 
supplied,  I  may  add,  by  anyone  who  can  legally  perform  that  service. 
H.R.  13155  would  add  coverage  for  other  eyeglasses. 

If  the  Congress  in  its  wisdom  where  to  include  coverage  for  eye- 
glasses, the  decision  should  be  taken  with  full  realization  of  the  cost. 
Perhaps  one-half  of  the  approximately  20  million  insured  would  seek 
examination  including  determination  of  the  refractive  state  in  a  year. 
The  added  cost  of  the  refractive  portion  of  that  examination  in  the 
physician's  office  could  be  of  the  order  of  $40  million,  of  which  medicare 
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would  pay  $32  million  and  the  patients,  $8  million.  However,  if  eye- 
glasses were  covered  under  medicare,  the  cost  of  medicare  would  rise 
sharply. 

Virtually  everyone  over  65  years  of  age  requires  eyeglasses,  almost 
invariably  bifocal  or  trifocal  lenses.  Eyeglasses  break.  The  refractive 
state  changes.  Eyeglasses  must  be  replaced.  No  studies  are  available  on 
the  percentage  of  patients  over  65  who  obtain  eyeglasses  in  a  given 
year,  but  on  the  basis  of  available  information  it  is  estimated  at  about 
50  percent.  If  one-half  of  the  persons  insured  under  medicare  are 
examined  and  half  of  these  utilize  this  proposed  eyeglass  coverage 
in  a  year,  at  an  estimated  average  cost  of  $50  per  patient  for  multi- 
focal eyeglasses  with  safety  lenses,  the  estimated  cost  of  eyeglasses  in 
the  first  2  years  would  be  $y2  billion,  of  which  medicare  would  pay 
80  percent.  This  does  not  include  the  additional  $40  million  estimated 
above  for  physician  services.  This  is  that  portion  of  the  examination 
which  presently  is  not  paid  for.  If  the  refractive  services  were  pro- 
vided independently  of  the  physician,  the  cost  would  be  much  higher. 

The  benefits  of  insurance  are  gained  substantially  by  spreading  the 
cost  over  a  population  not  all  of  whom  will  require  reimbursement 
and  by  spreading  the  cost  over  a  prolonged  period  of  time.  The  need 
of  the  elderly  for  eyeglasses  being  virtually  universal  and  the  need 
being  regularly  recurrent,  these  customary  insurance  benefits  are  not 
derived.  When  such  services  are  insured,  administrative  costs  are 
added  to  the  basic  costs  which  none  can  escape. 

If  the  elderly  have  virtually  universal  need  for  eyeglasses,  they  also 
have  in  most  instances  some  evidence  of  ocular  disease  or  ocular  evi- 
dence of  systematic  disease.  Dr.  Dan.  M.  Gordon  will  present  data  on 
this  subject. 

Section  4  of  H.R.  13155  and  the  provisions  of  H.R.  2367  would 
change  the  definition  of  "physician"  to  make  that  word  include  an 
additional  group  of  nonphysicians,  persons  not  licensed  to  practice 
medicine  and  surgery,  who  do  prescribe  eyeglasses.  Thus  coverage 
would  be  provided  for  nonmedical  procedures  for  the  purpose  of  pre- 
scribing eyeglasses,  in  addition  to  the  existing  coverage  for  diagnostic 
and  treatment  services  of  physicians. 

Were  the  Congress  desirous  of  providing  coverage  for  the  services 
of  nonphysicians,  this  should  be  specifically  stated,  rather  than  intro- 
duce a  confusing  and  artificial  definition  of  the  word  "physician." 
Such  a  dual  coverage,  however,  would  appear  to  offer  a  substitute  for 
the  services  of  the  physician. 

The  then  Secretary  of  Heath,  Education,  and  Welfare,  Mr.  Wilbur 
Cohen,  reported  to  the  Congress  on  December  28,  1968,  that  such  pro- 
vision "would,  to  some  extent,  compromise  the  quality  of  care  pro- 
vided by  medicare." 

We  suggest  that  even  greater  caution  should  be  exercised  in  under- 
taking coverage  for  eyeglasses  than  coverage  for  prescription  drugs. 

We  recommend  that  the  committee  not  approve  H.R.  2367  and  sec- 
tion 4  of  H.R.  13155  because  their  enactment  in  their  present  form 
would  offer  a  new  and  lower  quality  of  care. 

We  recommend  that  the  committee  not  approve  the  remaining  sec- 
tions of  H.R.  13155  unless  it  is  indeed  the  intent  of  Congress  that  the 
Medicare  program  assume  the  enormous  financial  burden  that  the 
provision  of  eyeglasses  would  entail. 
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We  do  not  believe  that  there  is  yet  sufficient  data  to  appreciate  the 
full  implications  of  such  a  program. 

In  reference  to  a  question  raised  by  a  member  of  the  committee 
with  an  earlier  witness,  I  would  like  to  add  just  that  the  patient  with 
a  sore  eye  is  now  provided  for  under  Medicare. 

Dr.  Gordon  will  present  additional  data. 

STATEMENT  OF  DR.  DAN  M.  GORDON,  MEMBER,  COMMITTEE  ON 

AGING 

Mr.  Burke.  Dr.  Gordon,  you  may  proceed. 

Dr.  Gordon.  Mr.  Chairman  and  members  of  the  committee.  My  name 
is  Dan  M.  Gordon.  I  am  a  physician,  a  doctor  of  medicine,  residing  and 
practicing  in  New  York  City.  I  am  an  ophthalmologist.  I  am  associate 
professor  and  a  presently  acting  chief  of  the  Department  of  Ophthal- 
mology at  the  New  York  Hospital,  Cornell  University  Medical  Center 
and  a  special  consultant  to  the  United  States  Public  Health  Service. 

Every  ophthalmologist  is  faced  with  an  increasing  number  of  pa- 
tients in  the  older  age  group.  In  1952  a  survey  of  approximately  6,000 
consecutive  charts  in  my  office,  in  an  attempt  to  find  out  something 
about  the  aged  eye  patient  revealed  that  15  percent  of  patients  were 
65  and  over. 

By  1967  that  percentage  had  increased  to  about  50  percent.  The  inci- 
dence of  ocular  disease  or  ocular  evidence  of  systemic  disease  in  the 
elderly  is  very  much  higher  than  that  in  the  general  population.  In 
general  the  elderly  do  not  have  normal  healthy  eyes  which  require  only 
eyeglasses.  They  have  eyes  with  disease  which  require  medical  exami- 
nation and  diagnosis,  and  evaluation.  Not  all  will  require  medical 
treatment,  but  if  those  who  require  treatment  are  to  be  identified  and 
given  the  treatment  which  may  prevent  their  becoming  blind,  they 
must  first  have  a  medical  examination,  evaluation,  and  diagnosis. 

The  three  most  common  eye  problems  in  the  aged  are  degeneration 
of  the  macula  (that  part  of  the  retina  which  reads  and  recognizes 
faces  and  fine  objects),  cataracts,  and  glaucoma.  If  we  include  circu- 
latory problems  affecting  the  eye  in  the  retinal  group,  retinal  diseases 
account  for  about  45  percent  of  the  eye  problems  of  senior  citizens. 

Incidentally,  glaucoma  rarely  strikes  acutely,  but  is  usually  dis« 
covered  because  of  the  physician's  awareness  and  medical  diagnostic 
judgment.  A  cataract  is  an  opacity  of  the  lens  of  the  eye.  Other  studies 
have  shown  some  degree  of  opacity  in  the  lens  in  80  percent  of  patients 
over  65  coming  for  examination.  My  own  study  snowed  appreciable 
impairment  of  vision  due  to  cataract  in  33  percent  of  the  patients  over 
65. 

Glaucoma  is  a  condition  of  increased  pressure  in  the  eye.  Glaucoma 
occurred  in  5  percent  of  my  cases  in  this  age  group.  In  addition,  about 
5  percent  had  borderline  elevated  pressure  within  the  eye  and  should 
be  kept  under  medical  surveillance  so  that  if  glaucoma  develops  it  may 
be  diagnosed  early  and  treated  promplty.  When  treated  early,  patients 
with  glaucoma  can  usually  retain  good  vision  throughout  life.  When 
diagnosed  in  the  more  advanced  stages  there  is  already  permanent  loss 
of  vision  which  cannot  be  recovered. 

All  these  diseases  are  disabling  if  sufficiently  advanced.  The  oph- 
thalmologist's most  important  job  is  to  decide  which  of  the  patients 
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require  treatment  and  which  require  watching.  It  is  just  as  important 
not  to  overftreat  and  so  frighten  the  patient  as  it  is  to  treat  when  treat- 
ment is  necessary  and  can  be  beneficial.  The  management  of  fear  is  a 
most  important  aspect  of  treating  the  eyes  of  our  senior  citizens.  Many 
of  these  people  have  a  deathly  fear  of  going  blind  and  often  the  better 
their  vision  the  greater  that  fear.  The  blind  man  has  had  it — the 
fear  is  no  longer  there. 

The  fact  that  so  many  of  the  elderly  live  alone,  either  mentally  or 
physically,  may  be  a  factor  contributing  to  this  fear  of  going  blind. 
Vision,  hearing,  and  voice  constitute  the  chief  links  of  the  elderly  with 
the  rest  of  the  world  and  if  you  ask  them,  they  will  tell  you  that  vision 
is  the  most  important  of  these. 

Reading  and  watching  television  are  two  of  the  chief  activities  of 
the  aged,  especially  those  who  are  otherwise  infirm.  These  habits  re- 
quire fairly  good  vision.  It  is  our  function  as  physicians  to  keep 
them  seeing  and  to  reassure  them  that  they  will  continue  to  see.  The 
reassurance  of  the  eye  physician  is  vitally  important  since  he  also 
understands  the  patient's  systemic  condition  and  is  able  to  relate  any 
fears  or  eye  problems  to  it. 

Because  I  am  a  physician  first  and  an  ophthalmologist  secondarily, 
I  save  many  lives  by  recognizing  untreated  or  neglected  hypertension, 
diabetes,  leukemia  and  even  cancer,  as  well  as  other  diseases. 

Parenthetically,  and  this  is  not  in  my  statement,  a  recent  discovery 
of  an  ophthalmologist  may  possibly  lead  to  a  new  treatment  in  the 
treatment  of  rheumatoid  arthritis  which  was  mentioned  by  the  nursing 
home  people  this  morning. 

About  50  percent  of  the  aged  will  complain  of  pain  in  the  eyes. 
This  may  portend  serious  trouble  or  it  may  be  due  to  minor  conditions. 
Conjunctivitis,  the  ordinary  pink  eye,  is  very  common  in  the  elderly 
and  sometimes  is  due  to  air  pollution.  Whether  the  problem  is  large 
or  small  can  be  determined  only  after  the  fact  of  examination  and 
diagnosis.  In  any  case  pain  is  an  important  complaint  to  the  patient 
and  demands  an  eye  physician  examination  and  authoritative  opinion. 

Transient  loss  or  blurring  of  vision  is  an  important  sign  of  circu- 
latory disease  of  the  brain.  It  is  also  a  frequent  complaint  without 
obvious  physical  basis  and  often  requires  all  of  the  opthalmologist's 
skill  to  evaluate  and  determine  what  is  important  and  what  is  not. 
Arteriosclerosis,  renal  disease,  and  diabetes  all  may  affect  the  eye, 
as  well  as  many  other  diseases.  All  of  this  points  to  the  importance  of 
medical  examination  and  diagnosis  and  the  reassurances  that  only  a 
physician  can  give  a  patient. 

We  believe,  therefore,  that  the  best  interest  of  the  patient  and  the 
best  interest  of  the  public  require  that  the  law  continue  to  provide 
eye  care  as  it  now  does — medical  care  for  the  eye  patient  as  for  patients 
with  other  diseases.  Eyeglasses  do  not  preserve  sight.  Failure  to  obtain 
medical  diagnosis  can  lead  to  permanent  loss  of  vision. 

Thank  you,  gentlemen. 

Mr.  Burke.  Are  there  any  questions  ?  There  being  no  questions,  the 
committee  thanks  both  witnesses  for  their  contribution  here  this 
afternoon. 

Dr.  Jaeckle.  Mr.  Chairman,  we  thank  you  for  the  opportunity  of 
being  here.  We  would  appreciate  if  we  might  supply  a  supplemental 
statement  for  the  record. 
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Mr.  Burke.  Without  objection,  the  record  will  be  kept  open  at  this 
point  for  any  statement  you  wish  to  submit. 
Thank  you. 

Dr.  Jaeckle.  Thank  you. 

(The  supplemental  statement  of  Dr.  Jaeckle  follows:) 

Supplemental.  Statement  of  Charles  E.  Jaeckle,  M.D.,  on  Behalf  of  the 
American  Association  of  Opthalmology 

Supplementing  our  statement  of  October  30  we  supply  data  on  the  cost  estimate 
for  eyeglasses  and  comment  on  proposals  of  others  submitted  to  the  Committee 
that  day. 

A.  Cost  estimates 

In  our  statement  on  October  30  we  estimated  an  average  cost  of  $50  for  eye- 
glasses (and  their  fitting)  for  Medicare  patients.  Among  other  sources  we  wish  to 
acknowledge  and  cite  a  study  by  Merrill  M.  Knopf,  M.D.,  U.S.  Public  Health,  for 
the  Mississippi  State  Board  of  Health  Comprehensive  Health  Planning.  The  Mis- 
sissippi mean  estimate  was  $43.25  for  relatively  low  power  bifocals.  We  used  a 
more  representative  higher  power  (therefore  greater  cost)  and  prevailing  charges 
in  cities  such  as  Washington,  and  Chicago,  and  a  number  of  smaller  communities 
in  different  geographic  areas.  When  allowance  is  made  for  cost  of  living  differ- 
ences, our  findings  and  mean  estimate  of  $50  are  consistent  with  the  Mississippi 
study. 

B.  Position  on  periodic  eye  examinations  coverage 

The  proposal  was  made  to  the  Committee  on  Ways  and  Means  by  the  witness, 
V.  Eugene  McCrary,  O.D.,  that  the  Title  XVIII  of  the  Social  Security  Act  be 
amended  by  adding  a  subsection  (14)  to  Section  1862(a).  Although  Section  1862 
(a)  is  a  list  of  exclusions  from  coverage,  it  appears  from  the  context  of  the  wit- 
ness' statement  that  the  intent  was  to  propose  coverage  for : 

"(14)  A  complete  eye  examination  upon  initial  enrollment  under  the  provi- 
sions of  this  Title,  and  once  every  two  years  thereafter,  provided  by  an  optometrist 
or  a  physician  skilled  in  diseases  of  the  eye,  whichever  the  individual  may  select." 

Such  coverage  would  pay  for  services  whether  or  not  the  patient  had  symptoms, 
but  would  not  assure  diagnostic  examination. 

We  recommend  this  proposal  not  be  adopted.  It  must  be  remembered  that  when 
a  patient  consults  any  physician  because  of  symptoms  anywhere  in  the  body,  the 
proper  medical  care  of  the  disease  (a  covered  service)  frequently  calls  for  the 
physician  to  include  examination  of  the  eyes  and  determine  whether  there  is 
demonstrable  organic  disease  or  impaired  vision.  If  the  patient  requires  eye 
specialist  medical  services  he  will  be  referred. 

Preventive  medical  care  is  desirable  but  periodic  medical  examination  of  the 
entire  beneficiary  population  is  not  necessarily  the  optimum  method  of  providing 
preventive  care.  Physical  examination  for  "checkup"  is  specifically  excluded  in 
Section  1862(a)  (7).  The  American  Association  of  Ophthalmology  is  collaborating 
with  medical  societies  representing  internal  medicine,  pathology,  radiology,  and 
others  in  a  study  of  multiphasic  screening  as  an  alternative  method  of  case- 
finding.  If,  however,  it  were  concluded — an  issue  we  will  not  at  this  time  discuss — 
that  coverage  of  such  periodic  physical  examination  is  desirable,  provision  should 
first  be  made  for  periodic  general  medical  examination  by  the  family  physician. 
Such  an  examination  includes  appropriate  procedures  to  uncover  the  presence 
of  disease  or  possible  disease  of  the  eye,  and  leads  to  its  diagnosis  and  treatment 
or  to  referral  for  more  comprehensive  medical  examination  by  a  specialist.  This 
course  would  contribute  more  to  comprehensive  medical  care  and  produce  more 
benefits  for  the  insured  per  dollar  cost  than  a  program  of  biennal  "complete  eye 
examination". 

We  must  also  point  out  that  a  "complete  eye  examination  ...  by  an  optom- 
etrist" is  a  contradiction  in  terms.  The  definition  of  optometry  in  most  state 
laws  is  similar  to  that  in  the  District  of  Columbia.  If  in  some  state  it  differs 
materially,  the  context  indicates  that  this  is  the  essence  of  optometric  exam- 
ination. The  District  law  states  : 

"Section  1— That  the  practice  of  optometry  is  defined  to  be  the  application  of 
optical  principles  through  technical  methods  and  devices  in  the  examination  of 
the  human  eye  /or  the  purpose  of  determining  visual  defects,  and  the  adaptation 
of  lenses  for  the  aid  thereof." 
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''Section  19 — That  nothing  in  this  Act  shall  be  construed  as  conferring  on  the 
holder  of  any  license  issued  by  said  Board  the  right  to  use  any  title  or  any 
word  or  abbreviation  indicating  that  he  is  engaged  in  the  practice  of  medicine, 
surgery  or  the  treatment  of  the  eye,  or  the  diagnosis  of  diseases  or  injuries  to 
the  human  eye,  or  the  writing  or  issuing  of  prescriptions  or  the  obtaining  of 
drugs  or  medicine  in  any  form  for  the  treatment  or  examination  of  the  human 
eye."  (Emphasis  is  added.) 

An  "eye  examination"  to  be  complete  surely  must  not  be  a  limited  procedure 
but  must  be  of  such  a  nature  as  to  result  in  diagnosis  and  lead  to  the  initiation 
of  appropriate  treatment — not  merely  "the  adaptation  of  lenses",  but  the 
prescribing  of  whatever  treatment  may  be  indicated.  Such  an  examination  can 
be  performed  only  by  a  licensed  physician.  It  differs  in  content  from  what  an 
optometrist  does  in  "eye  examination".  Xo  state  optometric  law  authorizes  the 
optometrist  to  "diagnose  disease".  None  places  on  the  optometrist  the  respon- 
sibility for  making  a  decision  as  to  the  presence  of  disease,  or  makes  him  liable 
for  failure  to  do  so.  The  presence  of  eye  disease  cannot  be  "determined"  merely 
by  some  procedure  which  can  be  carried  out  by  someone  who  is  not  a  physician. 
To  determine  that  disease  is  or  is  not  present  is  a  diagnostic  process  and  the 
diagnosis  of  disease  (or  of  its  absence),  as  well  as  its  treatment,  is  the  practice 
of  medicine. 

In  "Report  to  the  Congress — Independent  Practitioners  Under  Medicare",  then 
Secretary  Wilbur  J.  Cohen  stated  : 

"Although  optometric  schools  offer  some  training  in  the  detection  of  ocular 
pathology,  optometrists  are  not  qualified  by  virtue  of  training,  background  or 
license  to  detect  or  diagnose  ocular  disease  or  ocular  manifestations  of  systemic 
disease.  Thus  optometrists  are  not  qualified  to  provide  complete  eye  examination 
for  elderly  patients,  who  have  a  high  incidence  of  eye  disease".  (Emphasis 
added.)  (Page  118) 

"If  optometrists  were  to  provide  these  services  ['refractions'  and  dispensing 
'mechanical  aids  to  vision']  to  the  elderly  in  independent  practice,  the  elderly 
still  would  not  receive  the  high  quality  diagnostic  examination  for  ocular  disease 
which  would  be  provided  by  a  medical  eye  specialist."  (Emphasis  added.)  (Page 
122) 

There  is  inherent  danger  to  the  public  in  an  insurance  program  which  simul- 
taneously offers  coverage  for  the  services  of  physicians  and  alternatively,  as  if 
equivelent  benefit,  different  but  apparently  similar  services  by  nonphysician 
practitioners.  If  the  program  were  written — as  in  the  proposed  subsection  (14)  — 
to  limit  the  carrier's  liability  in  a  calendar  year  to  reimbursement  for  one  utili- 
zation of  the  services  of  cither  one  practitioner  or  the  other  exclusively,  the  effect 
could  be  disastrous  for  a  patient. 

It  would  be  cruel  to  invite  the  Medicare  beneficiary  to  choose  between  medical 
examination  and  diagnosis  and,  as  an  alternative,  the  limited  services  of  those  of 
the  Secretary  of  Health.  Education,  and  Welfare  describes  as  "not  qualified  to 
provide  complete  eye  examination  for  elderly  patients  .  .  ."  (Page  118)  Unin- 
formed patients  consulting  well-intentioned  optometrists  have  suffered  permanent 
loss  of  sight  due  to  delay  in  getting  medical  care. 

Speaking  of  independent  practitioners  in  general  in  the  cited  "Report  to  Con- 
gress". Secretary  Cohen  stated  : 

"Assurance  of  the  providers'  capacity  to  give  to  professionally  acceptable  care  is 
a  responsibility  of  the  Medicare  program.  .  .  .  The  need  of  geriatric  patients  for 
guidance  in  obtaining  health  services  with  respect  both  to  type  and  quality  has 
been  mentioned.  In  the  absence  of  any  other  mechanism,  they  look  to  Medicare 
itself  for  guidance,  the  fact  of  Medicare  coverage  oeing  accepted  as  assurance 
that  the  services  covered  may  safely  oe  used.''  (Emphasis  added)   (Page  21) 

C.  Delivery  of  eye  care 

The  claim  was  made  by  the  witness,  Eugene  McCrary,  "that  optometrists 
provide  over  70%  of  all  vision  care  and  related  materials.  ..."  Presumably 
"vision  care"  is  a  euphemism  for  optical  services.  Available  data  indicate  that 
optometrists  supply  between  55%  and  62%  of  eyeglasses.  (This  includes  an  ap- 
preciable number  of  eyeglasses  prescribed  by  physicians.) 

It  will  be  recognized  that  this  distribution  of  eyeglasses  is  not  actual  eye 
care.  The  diagnosis  and  treatment  of  disease  of  the  eye  (all  abnormalities  other 
than  refractive  error,  and  in  some  instances,  e.g..  diabetes,  even  the  refractive 
state)  are,  by  law,  services  rendered  only  by  licensed  physicians.  In  a  given  in- 
stance the  physician  may  or  may  noi",  as  we  pointed  out,  be  a  specialist  in 
ophthalmology. 
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D.  Assistance  to  the  Bureau  of  Insurance 

Before  Medicare  was  in  effect  the  AAO  offered  its  good  offices  to  the  Social 
Security  Administration  to  implement  the  law.  The  American  Association  of 
Ophthalmology  is  well  aware  of  the  difficulties  inherent  in  administering  the  eye 
service  exclusions  and  especially  the  1967  amendment  with  reference  to  deter- 
mination of  the  refractive  state  in  the  course  of  diagnostic  eye  examination.  At 
the  invitation  of  the  Bureau  it  was  our  privilege  to  be  of  assistance  to  the  Social 
Security  Administration  initially  in  solving  the  problem  of  identification  for 
coverage  of  the  prosthesis  for  aphakia.  Subsequently — again  on  invitation — we 
conferred  with  the  Bureau  to  develop  standards  and  mechanisms  to  implement 
the  1967  amendments  providing  for  so-called  "refraction  carve  out."  We  offered 
specific  procedures  to  accomplish  this  with  full  protection  of  the  patient's  in- 
terests, preservation  of  the  physician's  professional  integrity,  and  compliance 
with  law  by  all  parties.  At  no  expense  to  the  government  we  acquainted  every 
eye  physician  in  the  United  States  of  the  carve  out  of  refractions  and  how  to 
insure  that  no  billings  of  physicians  services  would  include  charges  for  refractive 
services.  Carriers  who  voluntarily  adopted  this  method  have  reported  to  use  the 
success  with  which  it  has  functioned.  In  a  state  where  the  carrier  had  found  other 
procedures  unsatisfactory  it  has  recently  been  adopted  by  the  carrier  and  by  that 
state's  opthalmological  society. 

We  protest  the  unsupported  allegation  of  a  witness  before  this  Committee 
that  physicians  are  conspiring  with  patients  to  secure  eyeglasses  at  the  expense 
of  Medicare  by  means  of  subterfuge.  The  author  of  the  statement  and  the  witness 
who  quoted  it  are  well  aware  that  eyeglasses  are  not  covered  and  that  the  car- 
riers know  this  and  simply  do  not  pay  for  eyeglasses  other  than  those  which  con- 
stitute the  covered  prosthesis  for  aphakia. 

The  American  Association  of  Ophthalmology  and  its  affiliate  state  societies 
continue  to  stand  ready  to  consult  at  any  time  with  HEW  Bureau  of  Health 
Insurance  and  with  the  carriers  in  any  jurisdiction,  or  to  confer  with  Senior 
Citizen  groups  on  any  Medicare  problem  relevant  to  the  medical  care  of  patients 
whose  complaints  or  needs  are  related  to  the  visual  system.  We  are  available 
to  the  Committee  if  we  can  in  any  way  be  of  assistance. 

Mr.  Burke.  Our  next  witness  is  Dr.  John  S.  Holloman.  We  welcome 
you  to  the  committee,  Doctor,  and  you  may  proceed. 

STATEMENT  OF  DR.  JOHN  S.  HOLLOMAN,  VICE  CHAIRMAN, 
PHYSICIANS  FORUM 

Dr.  Hollomax.  Thank  you.  I  am  Dr.  John  Holloman.  I  am  a  prac- 
ticing physician  in  the  city  of  New  York  in  the  community  of  Harlem. 
I  am  the  present  chairman  of  the  medical  committee  known  as  the 
Physicians  Forum,  the  health  care  section. 

Physicians  Forum  is  a  group  of  physicians  that  have  been  con- 
cerned with  health  care  for  more  than  25  years.  Since  the  statement 
is  written,  I  will  not  bother  to  read  it,  if  I  have  your  permission. 

(Dr.  Hollomairs  prepared  statement  follows:) 

Statement  of  Dr.  John  L.  S.  Holloman.  Jr.,  Chairman  of  the  Physicians 

Forum 

I  am  Dr.  John  L.  S.  Holloman,  Jr.  of  New  York  City.  New  York.  I  am  Chairman 
of  the  Physicians  Forum,  which  is  a  national  organization  of  physicians  that  has 
addressed  itself  to  the  problems  of  health  care  services  and  health  care  legisla- 
tion for  more  than  25  years.  I  would  like  to  focus  my  remarks  on  the  quality, 
availability  and  the  financing  of  medical  care  and  some  related  issues.  Health  in 
a  broad  sense  is  inextricably  bound  to  heredity,  environment  and  economic  class, 
and  as  such  it  is  more  than  the  simple  absence  of  disease.  In  1966,  the  Congress 
declared,  "that  fulfillment  of  our  national  purpose  depends  on  promoting  and 
assuring  the  highest  level  of  health  attainable  for  every  person,  in  an  environ- 
ment which  contributes  positively  to  healthful  individual  and  family  living  .  .  . 
(P.L.  89-749).  There  is  a  tragic  gap  between  the  optimal  "health  as  a  right" 
for  all,  as  promised  by  the  federal  government,  and  the  present  level  of  health 
care  which  is  being  delivered. 
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In  fiscal  year  1969  the  United  States  spent  approximately  60  billion  dollars  for 
health  purposes,  with  an  approximate  18  billion  dollars  coming  directly  from 
the  federal  government.  Despite  this  expenditure  of  funds,  large  segments  of  the 
population  are  deprived  of  adequate  medical  care  services,  and  wide  discrepan- 
cies persist  in  the  quality  of  present  services.  Millions  of  the  poor  receive  only 
emergency  type  care.  We  rank  14th  in  infant  mortality  among  industrial  nations 
and  18th  in  male  life  expectancy. 

In  December  of  1966,  the  Physicians  Forum  issued  a  statement  in  regard  to 
Medicaid  which  said  that  despite  its  many  undesirable  features,  Medicaid  was  a 
step  in  the  right  direction.  The  Social  Security  Amendments  have  not  fulfilled 
their  purpose  and  implied  promises.  The  Medicaid  program  in  particular  has 
been  most  discouraging.  1)  It  has  not  helped  to  eliminate  the  dual  system  of 
medicine  which  is  still  practiced.  In  fact,  the  application  of  a  means  test  for 
obtaining  care  has  aggravated  and  accentuated  the  degrading  and  unequal  system 
of  charity  medicine.  2)  Medicaid  has  exposed  the  hodge-podge  of  fiscal  mechan- 
isms without  providing  any  overall  administrative  guidelines.  3)  Medicaid,  with 
its  time  formula  for  state  participation,  has  not  reached  the  poorest  states 
where  it  is  most  urgently  needed,  and  in  those  states  which  have  set  up  a 
program  it  has  failed  to  cover  all  persons  for  whom  medical  care  costs  are 
burdensome. 

In  addition  the  program  has  raised  public  expectation  concerning  health  serv- 
ices and  now  instead  of  increased  services  most  programs  face  curtailment. 

The  implementation  of  Titles  18  and  19  of  the  Social  Security  Amendments 
of  1965  has  graphically  taught  us  that  the  addiction  of  more  money  alone  to 
the  present  method  of  health  care  delivery  has  only  served  to  further  inflate  the 
cost  of  care,  without  significantly  improving  the  quality  or  availability  of 
services.  It  is  true  that  certain  physicians  and  health  institutions  have  bene- 
fitted from  the  implementation  of  these  titles.  This  group  now  decries  program 
cuts,  but  in  fact,  it  is  they  who  have  milked  Medicaid  dry.  The  reduction  in 
the  perimeters  of  eligibility  has  only  served  to  hurt  those  Americans  who  can 
least  afford  a  decrease  in  health  benefits. 

The  Medicare  Program  has  functioned  more  smoothly  than  Medicaid,  but  it 
still  has  serious  problems.  1)  Financial  barriers  to  necessary  services  are  still 
present.  2)  There  is  an  over-emphasis  on  custodial  forms  of  care  and  an  under- 
emphasis  on  prevention  of  illness  and  rehabilitation  in  the  aged.  3)  There  are 
uncoordinated  Social  Security  administrative  patterns  in  operational  respon- 
sibility. 4)  There  are  separate  financing  and  eligibility  mechanisms,  i.e.  parts 
A  and  B. 

The  Physicians  Forum  is  opposed  to  the  part  B  Medicare  premiums.  We  are 
opposed  to  the  proposed  increase  in  Part  B  premiums.  We  are  opposed  to  the 
deductible  and  to  the  increase  in  the  deductible  which  has  been  announced.  Our 
opposition  is  based  on  the  fact  that  these  features  are  discriminatory  against 
those  persons,  who  being  poor,  are  most  in  need  of  services  and  least  able  to  pay 
for  them.  We  further  believe  that  the  scope  of  benefits  under  Medicare  should 
be  so  widened  as  to  make  truly  comprehensive  medical  care  available  to  all. 
Prescription  medicines  and  appliances  should  be  included  in  this  comprehensive 
coverage,  as  well  as  provision  for  diagnostic  and  screening  procedures  and  also 
comprehensive  home  care  services  as  required. 

Current  methods  of  financing  health  care  make  it  impossible  for  all  people 
to  afford  adequate  health  care.  Effective  preventive  care  is  not  widely  available, 
and  especially  not  to  the  most  vulnerable  groups  in  our  society,  impoverished 
families  in  urban  and  rural  slums,  92  percent  of  our  60  billion  dollars  health 
expenditures  are  directed  toward  the  treatment  of  disease  and  disability.  Only 
8  percent  of  that  sum  finds  its  way  into  preventive  medicine.  In  this  light  per- 
haps we  should  call  it  a  "sickness-care  delivery  system"  rather  than  a  health 
care  delivery  system. 

Our  present  method  of  delivery  of  health  care  is  archaic  and  grossly  in- 
efficient and  therefore  we,  of  the  Physicians  Forum,  call  for  the  creation  of  a 
national  health  system  that  will  stimulate  and  encourage  the  practice  of  pre- 
ventive as  well  as  curative  medicine,  organize  the  use  of  existing  health  resources 
and  establish  a  national  health  care  financing  agency  to  be  supported  completely 
out  of  the  general  treasury. 

We  need  an  immediate  increase  in  enrollment  and  in  training  programs  for 
all  health  professions  based  on,  at  first,  the  expansion  of  existing  schools  and 
facilities  through  federal  monies.  In  addition,  new  facilities  must  be  developed 
for  training  in  all  health  occupations,  It  is  essential  that  more  flexible  training 
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programs  be  evolved  to  recruit  more  persons  into  health  careers  and  to  facilitate 
their  upward  mobility  in  the  health  occupations. 

To  provide  quality  health  care  for  all  Americans  it  has  been  estimated  that 
we  need  52,000  additional  physicians,  9,000  dentists  and  145,000  additional 
R.N.'s.  To  support  them  and  to  extend  their  usefulness  we  need  thousands 
of  paraprof  essional  aides  and  technicians. 

Shortages  and  maldistributions  exist  in  terms  of  health  personnel  and  health 
facilities.  At  least  200,000  of  our  present  723,000  acute  care  hospital  beds  need 
modernization  and  164,000  new  beds  are  needed.  To  relieve  pressure  on  existing 
facilities  we  need  at  least  900  new  ambulatory  care  facilities  and  200  rehabilita- 
tion facilities. 

The  brain-drain  practices  which  rob  underdeveloped  countries  of  scarce 
physician  manpower  are  deplorable.  We  annually  graduate  too  few  physicians 
from  American  medical  schools.  We  currently  add  about  7,000  foreign  trained 
physicians  to  our  own  health  care  delivery  system.  30  per  cent  of  the  filled  medical 
residencies  and  27  percent  of  the  internships  are  held  by  foreign  trainees.  One- 
sixth  of  the  active  physician  manpower  pool  in  the  United  States  consists  of 
foreign  trained  physicians.  Our  national  image  can  only  be  further  depreciated 
when,  for  example,  we  take  a  physician  from  an  underdeveloped  country  in 
Africa  where  there  is  one  doctor  to  200,000  people  and  incorporate  him,  for 
our  own  needs,  into  a  country  where  there  is  approximately  one  doctor  to  700 
persons.  At  this  stage  in  our  national  development,  we  should  be  educating 
foreign  physicians  for  return  to  their  own  countries. 

The  Physicians  Forum  favors  federal  financing  of  medical  education  and 
subscribes  to  the  idea  that  such  an  education  in  turn  carries  with  it  some  societal 
obligations  for  service.  We  believe  that  occupational  barriers  such  as  sex,  religion, 
race,  national  origin  or  economic  barriers  must  be  eliminated.  We  favor  the 
training  of  new  health  professional  types,  i.e.,  the  Medex  prototype,  nurse  clini- 
cians and  others.  We  favor  their  use  in  a  nationally  integrated  pattern  for  all 
people.  That  is  to  say,  we  are  opposed  to  the  use  of  doctor  substitutes  in  ghetto 
areas  only,  as  is  currently  being  suggested  by  some  as  a  method  to  meet  the 
special  health  needs  of  deprived  urban  and  rural  areas. 

The  Physicians  Forum  opposes  the  dual  system  in  medical  care  and  states  that 
services  must  be  based  on  the  patient's  need  and  that  his  ability  to  pay  should  not 
determine  the  quality  or  availability  of  services. 

When  possible,  health  professionals  should  work  in  teams,  in  family  health 
centers  based  on  group  practice  concepts,  and  in  hospital-based  facilities.  Health 
care  is  a  right  and  must  no  longer  be  treated  as  a  commodity  on  the  open  mar- 
ket— for  sale  to  the  highest  bidder.  We  believe  that  the  fee-for-service  concept 
should  be  ended.  Physicians  and  other  health  personnel  should  be  paid  excellent 
salaries  which  are  commensurate  with  training,  experience  and  demonstrated 
ability  to  perform  their  jobs. 

The  revisions  which  are  needed  will  require,  initially,  large  sums  of  money. 
I  repeat,  this  money  cannot  be  poured  into  our  present  non-system.  Where  this 
money  comes  from  and  how  it  can  be  made  available  is  a  matter  of  concern  to 
those  who  legislate  for  health  and  those  who  provide  health  services. 

In  July,  the  President  stated  that  "unless  action  is  taken,  both  administratively 
and  legislatively,  within  the  next  2-3  years,  we  will  have  a  breakdown  in  our 
medical  care  system." 

In  considering  the  proposed  welfare  changes  :  The  Physicians  Forum  is  opposed 
to  punitive  principles  of  forced  labor  and  to  the  bureaucratic  determination  of  a 
person's  ability  to  work.  The  forces  in  our  society  which  have  persistently  denied 
black  educational  opportunities  and  the  opportunity  to  acquire  skills,  the  forces 
which  have  denied  access  to  union  membership,  the  forces  which  have  produced 
an  America  which  is  more  racially  polarized  than  ever  before — these  forces  must 
not  be  entrusted  with  the  administration  of  welfare  and  with  the  determina- 
tion of  the  eligibility  of  recipients.  A  system  which  strengthens  the  family  offers 
a  guarantee  against  poverty  through  meaningful  and  realistic  assistance.  Na- 
tional administrative  guidelines  and  standards  are  clearly  necessary  if  such  a 
program  is  to  be  administered  on  an  equitable  basis  throughout  the  country  and 
for  all  people. 

Both  our  health  priorities  and  our  national  priorities  must  be  re-ordered.  Exist- 
ing health  programs  must  be  coordinated  to  reduce  fragmentation,  misutilization 
and  grossly  inflated  costs ;  and  to  maximize  quality  and  availability  of  services. 
Our  national  priorities  must  be  directed  toward  improving  the  quality  of  life  for 
each  American  citizen.  This  goal  lies  within  our  grasp.  The  space  program  has 
demonstrated  what  we  are  capable  of  as  a  nation  with  full  commitment  of  re- 


1246 


sources  and  technology.  A  healthy  individual  in  a  peaceful  society — this  is  the 
promise  which  America  must  keep. 

Dr.  Holloman.  In  1966,  Congress  declared  that  fulfillment  of  our 
national  purpose  depends  on  promoting  and  assuring  the  highest 
level  of  health  attainable  for  every  person  in  an  environment  which 
contributes  positively  to  healthful  individual  and  family  living. 

There  is  a  tragic  gap  between  that  promise  and  that  which  is 
delivered. 

YVe  find  that  there  are  many  individuals  who  for  various  reasons 
are  unable  to  attain  this  care.  We  find  that  health  care  in  America 
today  is  still  a  commodity  which  is  for  sale  to  the  highest  bidder. 
Though  promised  as  a  right,  it  remains  an  unfulfilled  right. 

We  find  further  that  there  is  an  incestuous  relationship  between 
poverty  and  ill  health.  All  of  the  litany  of  statistics  which  this  com- 
mittee has  received  will  bear  this  statement  out. 

Those  who  are  poor  are  sick  and  those  who  are  poor  are  unable  to 
purchase  their  health  care  certainly  in  a  competitive  market. 

For  instance,  in  New  York  City,  there  are  approximately  20,000 
physicians  in  the  metropolitan  area.  Three-fourths  of  these  physicians 
take  care  of  the  more  affluent  one-third  of  the  population.  The  physi- 
cians who  are  successful,  the  physicians  wTho  are  available,  tend  to 
move  to  the  suburbs.  They  tend  to  go  where  their  services  bring  the 
highest  price  on  the  open  market. 

The  practice  of  reasonable  and  customary  fees  works  a  hardship 
on  those  physicians  who  are  in  poverty  areas  tending  to  drive  them  or 
force  them  into  areas  where  they  are  able  to  command  higher  fees 
for  their  services  unless  the  physician  is  essentially  altruistic  in  his 
motivation. 

More  than  1,300,000  persons  recently  have  been  taken  off  medicaid 
rolls,  for  instance,  in  New  York  City  alone,  because  of  a  reduction  in 
the  limits  of  eligibility.  This  further  increases  their  inability  to  com- 
pete for  the  services  which  are  already  limited. 

If  health  care  is  to  be  a  right  for  all,  we  believe  that  it  should  be 
rendered  without  specific  regard  at  the  level  of  contact  for  a  person's 
ability  to  pay  for  the  services  regardless  of  the  payments  mechanism. 

We  have  learned  in  my  opinion,  a  very  costly  lesson  from  titles 
XVIII  and  XIX  of  the  Social  Security  Amendments  of  1965,  because 
this,  I  think,  gives  us  graphic  proof  and  certainly  I  am  sure  that  the 
committee  is  aware  of  the  fact,  that  to  pour  more  money  alone  into  our 
present  method  of  delivering  health  care  does  nothing  to  assure  the 
increased  availability  of  the  services  to  people  who  need  it ;  nor  does 
it  improve  the  quality  of  care. 

The  end  result  is  an  inflation  in  price  which  further  works  to  the 
hardship  of  those  who  can  least  afford  to  bear  this  kind  of  an  expense. 
I  think  that  we  are  concerned  because  in  the  preamble  of  some  of  the 
laws,  particularly  89-239  and  89-749,  there  is  a  statement  which  states 
"without  disturbing  the  traditional  methods  of  medical  practice." 
We  of  the  Physicians  Forum  believe  that  unless  there  is  some  change, 
unless  there  is  some  significant  disturbance  in  the  traditional  pattern 
of  practice,  we  will  not  be  successful  in  bringing  the  health  care  to 
people  which  has  been  promised  as  a  right. 

I  believe  that  in  order  to  make  health  care  an  equal  right  for  all, 
that  we  do  need  to  make  a  significant  change  in  our  health  care  deliv- 
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ery  system.  I  and  the  Physicians  Forum  therefore  propose  that  a 
national  plan  be  devised  whereby  all  citizens  can  have  equal  health 
care  as  a  right,  that  health  care  be  delivered  on  the  basis  of  need,  not 
on  the  basis  of  a  person's  ability  to  pay  for  it. 

We  are  concerned  with  financing.  We  believe  that  the  financing 
should  be  from  the  general  tax  revenues  through  a  trust  fund  which  is 
not  dependent  upon  the  politics  of  the  particular  area.  We  think  that 
it  should  be  a  trust  fund  which  is  self-renewing  in  such  a  way  that 
health  care  could  be  assured  and  could  be  planned  for  in  an  orderly 
fashion. 

There  are  large  expenditures  of  money  already  in  the  health  field. 
We  estimate  that  some  $60  billion  is  spent  annually  and  we  expect 
this  figure  to  increase.  We  recognize  that  approximately  92  percent 
of  the  money  that  is  spent  is  spent  for  curing  disease  whereas  less  than 
8  percent  is  spent  to  prevent  disease. 

This  really  is  like  taking  care  or  trying  to  close  the  door  after  the 
horse  has  run  away.  We  think  that  it  would  be  a  much  better  develop- 
ment of  money  if  more  were  spent  to  prevent  disease  so  that  we  would 
not  be  obliged  to  spend  quite  so  much  curing  disease. 

We  think  that  it  is  wrong  for  our  health  care  delivery  system  to 
rob  foreign  countries  of  their  medical  physician  manpower.  We  rec- 
ognize that  we  are  annually  importing  just  to  support  our  own  present 
level  of  health  care  delivery,  some  2,500  foreign  trained  M.D.'s,  some 
of  whom  are  very  excellent,  some  of  whom  are  of  doubtful  quality. 

I  think  that  we  should  rapidly  expand  our  health  professional 
school.  I  think  that  we  should  train  our  health  professionals  in  inter- 
disciplinary7 schools  so  that  they  can  begin  to  work  together  as  a 
health  care  team. 

We  favor  a  prepaid  type  of  group  practice  so  that  the  patient  will 
have  the  benefit  of  the  best  care  that  is  available  utilizing  the  best  tech- 
niques. We  think  that  solo  practice  and  fee  for  service  should  be 
phased  out.  We  feel  that  in  order  to  do  this  we  should  increase  the 
number  of  health  professionals  by  at  least  50  percent. 

We  should  do  this  immediately.  We  need  approximately  60,000 
physicians  presently  and  our  needs  will  be  increasing.  We  should  not 
be  importing  and  hiring  foreign-trained  physicians  just  to  save  our 
own  health  care  system. 

We  should  be  training  them  perhaps  for  export  rather  than  for 
import.  We  believe  in  a  system  whereby  the  Federal  Government  in 
conjunction  with  the  State  government  will  finance  meclica]  education. 
I  think  in  this  way  every  American  student  would  then  perhaps  have 
the  opportunity  to  become  a  physician,  to  become  a  health  professional 
whereas  now  physicians  are  largely  chosen  from  upper  middle  class 
and  from  wealthy  individual  families. 

We  feel  that  the  cost  and  the  duration  of  a  medical  education  de- 
mands that  if  health  care  is  to  be  an  equal  right,  that  some  other  means 
of  financing  it  should  be  found. 

We  think  that  Federal  financing  is  in  order.  I  think  that  in  closing, 
the  health  priorities  should  be  our  No.  1  priority.  I  think  that  our 
American  people  are  more  important. 

I  think  that  a  healthy  America  is  probably  our  best  asset  and  I  think 
that  as  such,  it  should  be  treated  as  our  best  asset. 

I  am  willing  to  answer  any  questions,  Mr.  Chairman. 
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Mr.  Burke.  Thank  you.  Are  there  any  questions?  Mr.  Collier? 

Mr.  Collier.  Yes.  Briefly,  Doctor,  I  think  the  observation  that  you 
have  made  with  regard  to  physicians  generally  coming  from  affluent 
families  was  very  true  a  few  years  ago,  but  I  seriously  doubt,  in  the 
light  of  some  figures  that  I  perused  yesterday,  whether  this  is  in  fact 
true  today.  As  you  know,  unfortunately,  there  was  a  failure  to  fund 
to  the  extent  that  I  would  like  to  have  seen  it,  the  medical  student  loan 
program  and  in  two  particular  medical  schools  there  were  substantial 
numbers  of  students  who  obviously  couldn't  be  coming  from  these  afflu- 
ent homes  that  you  are  talking  about,  whose  loans,  medical  school 
loans  were  approved,  which  means,  of  course,  they  had  to  establish 
income  need. 

I  am  further  advised,  and  I  believe  that  this  can  be  borne  out  by 
statistics  and  data  that  are  available  in  virtually  every  medical  school 
in  the  country,  that  this  has  been  a  trend  for  a  substantial  number  of 
years.  The  day  is  not  completely  gone,  but  it  is  pretty  well  gone  that 
the  only  fellow  who  can  go  to  a  medical  school  is  one  who  comes  from 
an  affluent  home. 

I  repeat  that  probably  was  unquestionably  true  years  ago.  The 
figures  do  not  bear  this  out  in  terms  of  the  medical  student  loan 
applications  that  are  inreasing  every  year  in  virtually  every  medical 
school  in  the  country . 

Making  that  statement,  let  me  ask  you  this  question.  What  if  the 
Federal  Government  were  to  assume  the  total  responsibility  of  not 
alone  trailing  doctors,  but  in  providing  a  total  cost  of  medical  care, 
which  has  unaffectionately  been  referred  to  for  many  years,  as  you 
know,  as  socialized  medicine  and  this  in  fact  would  be  totally  socialized 
medicine  if  I  understand  what  you  are  getting  at  ? 

Dr.  Holloman.  I  think  that  the  reason  I  am  so  recommending,  Mr. 
Collier,  is  that  if  health  care  is  to  be  right,  some  other  form  of  health 
care  delivery  should  be  planned  for  and  should  be  implemented.  Now, 
the  reference  to  socialized  medicine  is  perhaps  a  catch  word  that  has 
been  used  rather  disadvantageously  so  far  as  the  American  people  are 
concerned  because  I  think  that  the  record  will  also  show  that  the  per- 
sons who  have  profited  by  the  trends  toward  social  legislation  have 
not  necessarily  been  the  patients. 

I  think  that  both  institutions  and  professionals  are  the  ones  who  have 
gained  by  the  recent  health  legislation,  particularly  as  it  has  followed 
the  traditional  pattern.  In  my  own  case  with  reference  to  poverty,  with 
reference  to  the  availability  of  loans,  your  statement  is  quite  true, 
but  I  think  that  this  is  more  than  balanced  by  the  fact  that  we  are  not 
producing  first  of  all  nearly  enough  physicians. 

Certainly  in  my  own  case,  I  received  a  Galan  fellowship  for  needy 
students  at  the  University  of  Michigan.  I  received  a  Kellogg  fellowship 
but  there  were  not  nearly  enough  fellowships  for  those  students  who 
needed  it  even  then  and  although  I  happen  to  have  been  poor  and  I 
think  that  there  were  probably  more  struggling  youngsters  in  my 
class  than  in  many  classes,  the  fact  is  that  today  we  are  still  graduating 
students  from  middle  and  upper  income  levels. 

Mr.  Collier.  Doctor,  I  agree  with  you  on  that  score,  that  there  isn't 
anywhere  near  enough  and  while  I  don't  know  how  long  it  has  been 
since  you  have  been  out  of  medical  school,  I  point  out  that  indeed  this 
was  unquestionably  the  case  when  you  were  attending  medical  school. 
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I  think  we  have  a  great  problem,  perhaps  one  of  the  most  serous  prob- 
lems facing  the  country  today  in  this  growing  disparity  between  the 
number  of  doctors  that  are  going  into  practice  today  and  the  popula- 
tion growth  because  the  number  of  doctors  per  capita,  as  you  well 
know,  and  particularly  in  the  last  10  years,  has  moved  to  the  point 
where  there  are  more  and  more  people  for  less  and  less  doctors. 

But  just  pursuing  that  one  point,  aren't  you  fearful  that  if  we 
adopted  the  basic  program,  and  I  quarrel  not  with  your  intent  and 
purpose,  but  if  we  did  embark  on  this  kind  of  program  realistically, 
wouldn't  this  result  in  perhaps  two  things  that  would  be  self-defeating 
to  a  degree  ? 

No.  1,  it  might  tend  to  discourage  many  young  men  who  would 
go  into  the  medical  profession  if  the  medical  profession  became  totally 
subservient  and  were  operated  entirely  by  the  Federal  Government; 
and  secondly,  if  this  did  develop,  aren't  you  fearful  that  the  result 
would  be  a  deterioration  in  the  quality  of  medical  service  which  has 
unquestionably  resulted  in  those  foreign  countries  where  they  have 
attempted  to  impose  total  Government  medical  systems  ? 

Dr.  Holloman.  To  answer,  first  of  all,  I  think  that  if  the  Federal 
Government  undertakes  to  finance  the  medical  education,  that  this 
would  entail  certain  societal  obligations  on  the  part  of  the  physician. 
I  do  think  that  this  can  be  probably  countered  by  placing  physicians 
on  salaries,  but  making  those  salaries  commensurate  with  their  educa- 
tion, training,  and  their  demonstrated  ability  to  deliver  services. 

Mr.  Collier.  But  as  to  the  income  potential  of  this  type  of  student 
who  might  be  prone,  if  he  were  to  be  obliged  to  operate  in  this  manner, 
to  pursue  some  other  profession  at  which  he  would  be  equally  capable, 
wouldn't  this  tend  to  drive  a  given  number  of  these  potential  doctors 
into  an  entirely  different  professional  field,  where  there  would  be  a 
means  by  which  they  could  establsh  a  greater  earning  power  or  income  ? 

Dr.  Holloman.  Yes.  I  think  that  you  are  perfectly  right  but  I  think 
that  if  a  man  goes  into  the  medical  profession  just  because  of  the  money 
that  he  is  presently  able  to  make  under  our  present  system,  that  already 
we  should  question  his  motivation  in  a  health  profession,  particularly 
if  health  care  is  a  right. 

This  may  bring  about  excellence,  but  it  has  also  brought  about  a 
system  in  which  there  are  medically  health- disenfranchised  people  and 
I  think  that  we  must  be  concerned  not  so  much  about  the  individual 
physician  or  the  professional  society  as  we  should  be  concerned  about 
the  overall  health  of  the  American  people. 

Mr.  Collier.  I  agree  with  you,  but  I  don't  believe,  Doctor,  you  can 
completely  divorce  the  two  and  come  up  with  what  I  know  you  are 
trying  to  achieve. 

Dr.  Holloman.  I  think  that  you  are  correct.  I  think  that  we  do  have 
to  build  in  certain  incentives,  but  to  make  a  system  whereby  we  are 
profiting  on  the  illness  of  our  fellow  man,  whereby  the  most  successful 
physician  is  the  one  who  sees  the  largest  number  of  patients,  who 
charges  the  highest  fees  and  who  keeps  them  sick  the  longest,  this  man 
is  the  one  who  makes  that  high  income  that  you  are  speaking  of. 

Mr.  Collier.  Isn't  the  cause  of  that  the  fact  that  there  is  insufficient 
competition  in  the  profession  and  isn't  the  first  step  to  achieving  better 
health  care  for  more  people  to  take  the  giant  step  of  providing  more 
doctors  and  the  more  doctors  you  have  the  more  competitive  the  pro- 
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fession  becomes,  and  the  more  competitive  the  profession  becomes,  as 
historically  and  traditionally  has  been  the  case,  then  you  tend  to  bring 
the  rates  down  in  addition  to  having  a  substantially  larger  number  of 
people  in  the  profession  to  provide  medical  care  to  the  people  that  need 
it? 

Dr.  Hollomax.  I  certainly  agree  with  you.  This  is  absolutely  cor- 
rect. We  do  need  more  physicians.  We  need  to  plan  for  more  physi- 
cians. We  cannot  from  our  present  medical  schools,  101  approximately, 
produce  the  number  of  physicians  that  we  need,  just  to  sustain  our  own 
physician  manpower  needs. 

We  are  training  other  countries  just  to  sustain  it  so  that  we  do  need 
more  medical  schools.  We  need  more  medical  professors  and  we  need 
more  physicians  not  in  the  Utopian  future,  but  now. 

But  those  that  we  presently  have  we  need  to  utilize  more  efficiently. 

Mr.  Collier.  Just  one  other  point.  You  made  an  interesting  obser- 
vation with  regard  to  foreign  doctors  and  I  know  that  many  of  my  col- 
leagues in  the  Congress  are  aware  of  this  and  I  am  sure  you  are  too. 
Many  of  these  doctors  who  have  come  here  to  study,  come  from  foreign 
countries,  come  here  with  the  intention  and  in  fact  on  programs  that 
are  provided  to  give  them  access  to  the  wherewithal  that  is  available 
here,  but  regretably  many  of  these  people  forget  what  their  missions 
were  and  I  am  constantly  asked  to  assist  in  keeping  these  doctors 
here  and  I  am  sure  the  chairman  will  tell  you  that  he  has  been  faced 
with  this  problem  and  so  what  happens  is  that  the  good  intentions  of 
some  of  our  foreign  doctors  tend  to  dissipate  as  they  are  here  and  they 
understandably  observe  the  manner  in  which  the  medical  profession 
generally  is  able  to  live  in  this  country,  and  they  themselves  in  many 
cases,  dedicated  though  they  may  have  been  when  they  came  here, 
seek  to  stay  here  and  so  you  have  somewhat  of  a  paradox,  do  you  not  ? 

Dr.  Holloman.  I  think  it  is  a  very  unfortunate  paradox.  We  have 
annually  turned  away  from  American  medical  schools  10,000  qualified 
young  men  and  women.  We  say  that  we  are  trying  to  keep  standards 
so  high,  we  are  trying  to  have  this  high  quality  of  medical  care.  Ten 
thousand  are  turned  away,  and  yet  we  turn  our  backs  in  bringing  in 
at  the  M.D.  level  students  from  foreign  schools,  some  of  whom  are  of 
doubtful  quality. 

Now,  to  do  this  to  Americans  is  to  deny  at  least  the  10,000  who  are 
turned  away  an  equal  chance  at  becoming  physicians.  Some  of  them 
perhaps  do  go  abroad  to  foreign  schools  but  they  are  only  a  small 
number.  We  do  need  to  correct  this  hypocrisy  because  this  is  not  high- 
quality  care.  If  a  person  should  be  injured  on  the  New  England 
Throughway  between  New  York  and  New  Haven  or  on  the  Merritt 
Parkway,  you  could  not  find  an  English-speaking  physician  in  one  of 
the  community  hospitals  or  emergency  rooms  all  the  way  from  New 
York  City  to  New  Haven.  This  is  the  type  of  care  we  are  paying  so 
much  money  for.  If  the  physician  is  unable  to  speak  English,  I  am  not 
criticizing  him  for  this,  and  it  is  no  reflection  on  his  ability,  but  it 
certainly  makes  it  difficult  for  the  patient  to  communicate  with  the 
doctor  and  for  the  doctor  to  communicate  with  the  patient.  The  young- 
sters who  have  the  ability  to  speak  English  should  have  the  oppor- 
tunity to  go  to  school. 

The  situation  is  further  compounded  when  you  add  some  of  the  other 
factors  that  are  abroad  in  medicine  and,  namely,  discrimination.  In 
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New  York  City  in  June  there  were  7  medical  schools — June  1969 — 
seven  schools  training  more  than  3,500  students.  There  were  11  black 
students  in  all  4  years  of  all  of  the  seven  schools.  This  is  in  1969,  so 
there  are  many  factors  abroad  in  medicine  which  we  are  led  to  believe 
are  being  done  in  the  name  of  quality  care  but  they  have  been  done 
sometimes  in  the  name  of  professional  self-interest. 

I  state  that  the  physician  who  is  brought  into  medicine  simply  be- 
cause he  sees  a  $100,000  or  better  income  is  not  the  type  of  physician 
we  should  have  taking  care  of  us.  I  do  not  think  this  should  be  the 
prime  motivating  factor.  I  think  there  should  be  some  implication 
that  society  will  serve  itself  equality,  altrustic  health  care  of  equal 
right,  and  then  we  turn  around  find  there  is  mitigation  against  there 
being  a  right.  If  we  put  health  care  as  a  commodity,  we  are  making 
the  worst  things  in  people  come  out  because,  then,  we  really  show  how 
cutthroat  our  competition  can  be. 

I  think  that  we  should  really  plan  a  health-care  delivery  system 
that  keeps  the  doctors  certainly  at  the  point  of  service  from  having  to 
make  his  money  by  charging  the  highest  fees.  I  think  we  should  cer- 
tainly be  aware  of  these  things  when  we  plan  our  health-care  delivery 
system. 

Mr.  Collier.  Do  you  feel  the  Congress  in  enacting  the  medicare 
provisions  of  the  Social  Security  Act  should,  since  there  was  an  oppor- 
tunity to  do  so,  have  provided  medical  services  on  an  equal  but  need 
basis  to  be  financed  out  of  general  revenues  rather  than  out  of  the 
social  security  trust  fund  ? 

I  ask  this  question  because  I  had  some  deep  reservations  at  the  time 
the  medicare  bill  was  passed,  and  there  were,  as  you  know,  three  dif- 
ferent proposals  offered.  One  was  generally  know  as  the  AMA  con- 
cept. Then  there  was  the  one  which  subsequently  became  law  which 
was  the  medicare  bill.  — The  third  alternative  was  the  means  by  which 
medicare  would  have  been  financed  with  relationship  to  the  ability 
of  the  patient  to  pay  all  or  such  part  of  the  medical  services  as  his 
economic  status  might  dictate. 

I  was  just  curious  to  know  whether  maybe  even  looking  in  retrospect 
whether  you  feel  we  should  have  taken,  say,  the  middle  course  instead 
of  the  social  security  trust  fund  course.  If  you  don't  want  to  answer 
that,  it  is  perfectly  all  right. 

Dr.  Holloman.  I  don't  know  that  I  have  all  of  the  answers,  but  I 
would  like  to  try  to  answer  it.  I  am  opposed  to  a  means  test. 

Mr.  Collier.  Of  any  kind  ? 

Dr.  Holloman.  Of  any  kind.  I  think  that  my  appendectomy,  if  I 
have  the  ability  to  pay  only  $100,  should  be  equal  to  your  appendectomy 
if  you  are  able  to  pay  $5,000. 1  think  an  appendicitis  is  an  appendicitis, 
and  I  think  it  should  not  be  dependent  on  how  much  money  I  am  able 
to  scrape  up  in  a  competitive  fashion. 

I  think  we  should  be  concerned  with  disease,  with  taking  care  of 
people  rather  than  taking  care  of  pocketbooks. 

Mr.  Collier.  I  think  you  are  right  but  let's  reverse  that  briefly.  Do 
you  believe  the  fellow  who  has  an  income  of  $60,000  a  year  should  have 
the  same  opportunity  under  a  Federal  law  to  secure  medical  care  as  the 
fellow  who  is  indigent  ? 

Dr.  HollOman.  Yes,  absolutely.  I  don't  think  $60,000  a  year  changes 
his  status  from  human  to  superhuman. 
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Mr.  Collier.  Should  he  get  the  same  Federal  assistance  ? 

Dr.  Hollomax.  Yes,  absolutely,  yes.  I  think  when  we  begin  to  try 
to  distinguish  between  people  on  the  basis  of  income,  we  are  then 
perpetuating  the  system  of  private  medical  care  versus  charity  medical 
care.  We  are  not  making  it  a  right  or  certainly  not  an  equal  right 
because  some  people  then  become  more  equal  than  others. 

Mr.  Collier.  I  do  not  mean  they  would  receive  a  different  quality 
of  medical  care.  I  am  merely  saying  assuming,  and  properly  so,  that 
every  patient  should  receive  the  same  quality  of  medical  care.  Do  you 
feel  a  Federal  program  that  provides  the  same  Federal  assistance 
should  go  to  the  fellow  with  the  $60,000-a-year  income? 

Dr.  Hollomax.  The  doctors  have  been  giving  

Mr.  Collier.  I  don't  quite  happen  to  agree  with  you. 

Dr.  Hollomax.  The  doctors  have  been  giving  the  public  a  bum 
steer  many  times  with  the  idea  that  they  have  been  soaking  the  rich 
to  take  care  of  the  poor  people.  This  is  not  necessarily  correct.  I  think 
that  we  should  not  discriminate  against  the  person  in  a  right  simply 
because  the  person  happens  to  be  rich. 

Mr.  Collier.  Except  I  believe  the  sole  purpose  of  any  medicare 
program,  in  a  Utopian  manner,  is  to  provide  every  citizen  regardless 
of  his  ability  to  pay  adequate  medical  care.  But  there  is  no  role  in  my 
opinion  for  the  Federal  Government  to  have  to  do  this  where  one  is  of 
such  affluent  position  that  he  can  do  it  without  Government  assistance. 
If  everybody  in  the  country  were  affluent  and  everybody  could  receive 
the  same  quality  medical  care,  there  would  be  no  need  for  the  Federal 
Government,  if  you  had  enough  doctors  and  enough  facilities,  to  have 
the  Federal  Government  in  this  field,  would  you  ? 

Dr.  Hollomax.  If  you  take  that  illustration  you  have  given  me  to 
its  ultimate,  you  would  have  to  make  everybody  in  the  country  equally 
affluent  because  if  they  were  not  equally  affluent  

Mr.  Collier.  Because  we  and  they  are  not  equally  affluent  is  the 
reason  we  have  a  medicare  program. 

Dr.  Hollomax.  I  think  the  reason  we  have  a  medicare  program  is 
to  assure  high-quality  care.  As  it  is  presently  working,  it  does  not  do 
that  and  as  it  is  presently  planned  it  will  have  difficulty  in  doing  that. 
If  it  is  possible  that  all  those  who  are  rich  could  monopolize  all  of  the 
medical  care  by  purchase,  I  think  that  if  the  Rockefellers  and  the  other 
affluent  families  should  decide  to  purchase  the  services  exclusively  of 
the  300-more  thousand  physicians  in  this  country,  there  is  nothing 
to  stop  them  from  doing  it.  If  they  make  the  price  high  enough  as  you 
suggest — boom — they  have  them.  So.  what  does  this  leave  for  the  other 
210  million  people  in  the  country  if  the  most  affluent  of  the  affluent 
decide  to  monopolize  the  health  care?  On  a  competitive  market,  this 
is  indeed  possible.  Therefore,  there  must  be  some  regulatory  mechanism 
so  that  a  physician  who  receives  his  M.D.  degree  and  is  licensed  to 
practice  has  some  societal  obligation.  He  should  not  be,  in  my  opinion, 
free  to  do  whatever  he  wants  to  do  whether  it  is  good  for  the  good  or 
detriment  of  society. 

This  is  part  of  the  problem  we  find  in  our  urban  communities.  This 
is  part  of  the  problem  that  we  see  in  our  rural  communities,  because 
doctors  have  no  basic  obligation.  They  get  that  license  to  practice  and 
they  are  free  to  do  their  thing. 

Mr.  Collier.  Thank  you,  Mr.  Chairman. 
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Mr.  Burke.  We  wish  to  thank  you,  Dr.  Holloman.  You  have  made 
an  excellent  statement  and  you  come  here  emminently  qualified  to 
make  the  statement  you  have  made.  I  think  you  have  a  realistic  point 
of  view  on  some  of  the  problems  this  country  faces  concerning  the 
great  need  for  additional  medical  schools  and  doctors,  particularly 
in  some  of  the  areas  of  the  country  that  have  no  doctors. 

Our  next  witness  is  Keith  E.  Hutson,  president,  Americana  Nursing 
Centers. 

Mr.  Collier.  Mr.  Chairman,  I  appreciate  your  letting  me  say  a  few 
words  about  our  next  witness.  Might  I  say,  Mr.  Chairman,  if  there  are 
any  experts  in  the  relatively  new  field  of  the  extended  care  portion  of 
the  medicare  program,  I  think  our  next  witness,  Keith  E.  Hutson,  is 
one  of  them.  He  has  been  in  the  health  care  field  for  many  years.  He 
is  presently  president  of  the  Americana  Nursing  Centers,  a  nonpublic 
company  with  35  extended  care  facilities  in  some  Middle  Western 
States. 

I  think  we  will  recognize  as  he  presents  his  testimony  and  as  I  know 
lie  has  spent  a  great  deal  of  time  studying  all  aspects  of  this  program 
since  medicare  was  enacted,  he  has  traveled  throughout  the  country 
studying  all  of  the  problems  and  will  have  some  recommendations  for 
solutions.  I  think  we  are  very  fortunate  and  I  really  regret  these  are  not 
more  members  of  the  committee  here  to  hear  his  statement,  because  I 
think  he  touches  on  a  number  of  things. 

I  have  read  your  statement,  Mr.  Hutson,  incidentally,  and  I  know 
you  touch  on  a  number  of  things  which  we  should  be  deeply  concerned 
about  preserving  and  in  improving  the  extended  care  portion  of 
medicare. 

Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Thank  you,  Mr.  Collier.  You  may  proceed,  Mr.  Hutson. 

STATEMENT  OF  KEITH  E.  HUTSON,  PRESIDENT,  AMERICANA 
NURSING-  CENTERS 

Mr.  Hutson.  Thank  you,  Mr.  Collier. 

Mr.  Chairman  and  members  of  the  committee,  I  noticed  an  omission 
in  my  statement.  It  failed  to  identify  the  city  of  my  address.  I  am 
from  Monticello  in  Illinois,  and  we  have  a  number  of  Americana 
Nursing  Centers  throughout  the  State  of  Illinois.  As  Mr.  Collier  said, 
we  have  them  also  in  other  Midwestern  States. 

My  time  allocation  today  is  5  minutes.  This  is  going  to  require 
drastic  condensation  of  this  written  statement. 

I  have  with  me  today  Mr.  Berkley  Bennett  who  is  the  executive 
vice  president  of  the  National  Council  of  Health  Care  Services. 

Mr.  Burke.  Your  full  statement  will  appear  in  the  record. 

(The  statement  follows :) 

Statement  of  Keith  E.  Hutson 

ABOUT  THE  AUTHOR 

If  there  are  any  experts  in  the  relatively  new  Extended  Care  portion  of  the 
Medicare  program,  Keith  Hutson  is  one  of  them.  He  has  been  in  the  health  care 
field  since  1960,  and  is  now  President  of  Americana  Nursing  Centers,  Inc.,  a  non- 
public company  with  35  extended  care  facilities,  primarily  in  8  midwestern  states. 
He  has  assembled  in  Americana  what  is  probably  the  nation's  outstanding  team 
of  extended  care  experts,  with  specialists  in  almost  every  facet  of  the  industry. 
36-662— 70— pt.  4  15 
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Since  Medicare  was  enacted,  lie  has  travelled  throughout  the  country,  studying 
the  program's  problems  and  potential  solutions.  He  is  presently  serving  the  indus- 
try as  Chairman  of  the  Extended  Care  Facilities  Conference  of  the  American 
Nursing  Home  Association,  and  as  Chairman  of  the  Coordinating  Committee 
studying  the  Medicare  program ;  and  as  President  of  the  National  Council  of 
Health  Care  Services,  a  new  organization  representing  extended  care  facilities 
and  related  services  in  the  health  care  field. 

He  has  gained  much  stature  in  the  industry  by  loudly  proclaiming  a  principle 
that  virtually  all  health  care  leaders  endorse :  "We  don't  automatically  deserve 
greater  career  opportunities,  or  the  growth  of  our  facilities,  or  a  return  on  our 
investment.  But  once  there  is  a  chance  to  prove  who  provides  the  best  health 
care  for  the  dollar,  those  who  do  will  be  appropriately  rewarded." 

Inasmuch  as  the  above-named  industry  groups  have  not  completed  their  studies 
nor  adopted  complete  proposals  for  recommendation  to  the  Congress,  Mr.  Hutson 
does  not  represent  his  statement  to  be  the  official  position  of  those  groups. 

FOREWORD 

Almost  everyone  agrees  that  the  Medicare  program  needs  major  revision.  But 
most  people  have  more  ideas  on  what  won't  work,  than  what  will. 

The  needed  revision  must  result  in  a  program  that  is  the  best  possible  combina- 
tion of  professional  and  financial  soundness.  Such  a  combination  can  best  be  found 
by  bringing  many  knowledgeable  heads  into  the  huddle.  The  following  treatise 
results  from  a  number  of  such  huddles,  and  an  in  depth  study  of  the  Medicare 
program  and  its  problems.  It  is  hoped  that  this  study  will  be  helpful  in  finding 
the  best  solution  to  those  problems. 

The  ideas  expressed  herein  are  not  exclusively  those  of  the  writer.  Suggestions 
have  been  gleamed  from  many  writings,  meetings  and  conversations.  Among 
those  whose  ideas  have  been  utilized  are  : 

Officials  and  publications  of  the  United  States  Government 
Officials  and  publications  of  the  American  Nursing  Home  Association 
Nursing  home  executives  Berkeley  Bennett,  Jack  Clark,  Burt  Cutler,  Fred  Dia- 
mond, Don  Foster,  David  Jones,  Roger  Lipitz,  Art  Stein,  Charles  Wick,  and 
many  others 

The  following,  who  hereby  receive  a  special  "Thank  you"  for  extensive  editorial 
comments  and  suggestions  during  the  drafting  process  : 
Jon  McFather,  Aetna  Life  &  Casualty 

Ross  Reardon,  Executive  Director,  Illinois  Nursing  Home  Association 
Dudley  Tomblinson,  Chairman,  Illinois  ECF  Council 
Ed  Walker,  President,  ANHA ;  President,  Multicare 
Reimbursement  &  Legislative  Committees  &  ECF  Conference,  ANHA 
Federal  Programs  Committee,  National  Council  of  Health  Care  Services 

SUMMARY 

I  speak  as  an  individual,  pending  the  completing  of  development  of  official 
association  positions  on  new  ECF  principles.  I  suggest  a  government-industry 
joint  effort  to  correct  Medicare  problems.  My  sole  purpose  in  appearing  before 
the  Committee  is  to  help  you  find  the  best  way  to  give  good  care  to  every  Medicare 
beneficiary,  at  the  lowest  possible  cost  to  the  taxpayers. 

II.  the  problem 

A.  Medicare  is  not  an  unqualified  success. — Although  it  has  greatly  upgraded 
health  care,  costs  are  skyrocketing  unnecessarily.  Improper  utilization  and 
insufficiencies  are  caused  by  present  principles  and  regulations.  Almost  everyone 
is  unhappy  with  the  program — patients,  hospitals,  nursing  homes,  Medicare 
officials,  taxpayers,  and  governmental  leaders.  Among  the  problems :  misunder- 
stood coverage,  red  tape,  excessive  regulation,  lack  of  incentives  for  efficiency, 
complexity  of  administration,  and  spiralling  costs.  It's  no  one's  fault — not  hospi- 
tal administrators,  nursing  home  owners,  nor  Medicare  officials.  It  is  the  program 
itself,  due  to  principles  which  substitute  artificial  government  controls  for  natural 
economic  and  business  controls,  and  which  discourage  economy. 

B.  Spiralling  costs  are  built  into  present  program  because. —  (1)  Sound  insur- 
ance principles  have  been  ignored ;  people  forget  Medicare  is  not  a  pure  Welfare 
program.  (2)  Present  program  causes  both  patient  and  physician  to  seek  over- 
utilization.  Governmental  regulation  is  no  substitute  for  a  system  that  causes 
patient  and  physician  to  seek  proper  utilization.  (3)  Freedom-of -choice  principle 
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gives  patient  no  incentive  to  shop  for  price  in  choosing  facility.  (4)  Provider  has 
no  incentive  to  be  efficient.  (5)  Complexity  of  system  makes  it  inordinately 
expensive  to  administer. 

C.  Conflicting  Criteria. — Following  conflicting  criteria  must  be  compromised : 
(1)  Public  (government)  wants  high  quality  care  for  every  beneficiary,  at  low 
cost  to  the  taxpayer.  Such  conflicting  criteria  require  new  principles,  that  are 
inexpensive  to  administer,  and  that  encourage  good  care  for  every  beneficiary, 
at  the  lowest  possible  cost.  (2)  Patients  want  "something  for  nothing"  and  all 
the  frills  they  can  get,  if  someone  else  is  paying  for  it.  Any  workable  principles; 
must  give  patients  incentive  to  help  seek  the  best  combination  of  quality  and 
price.  Patient  and  government  must  be  on  same  side  of  fiscal  fence.  (3)  ECF's 
need  incentive  to  do  a  professional  job,  while  operating  efficiently  and  profitably  ; 
minimal  government  control ;  simplicity  of  administration ;  and  full  and  timely 
payment,  rather  than  tardy  and  short  reimbursement.  (4)  Ideal  solution:  Good 
care  for  the  patient,  a  fair  shake  for  the  taxpayer,  and  incentives  for  the  provider. 
Let's  study  some  principles  that  are  simple  in  concept,  easy  to  administer, 

III.  The  proposed  solution 

A.  Introduction. — To  stop  spiralling  costs,  we  should  pinpoint  principles  most 
likely  to:  (1)  discourage' over-utilization  of  health  resources;  (2)  discourage 
selection  of  expensive  facilities  at  excessive  cost  to  government;  (3)  encourage 
providers  to  be  efficient;  (4)  encourage  simplicity  of  administration. 

B.  Proposed  Principles. —  (Stated  in  brief,  then  detailed. ) 

1.  To  discourage  over-utilization,  or  expensive  selection,  create  forces  that 
cause  patients  to  select  (1)  proper  type  facility;  (2)  within  that  type,  best 
combination  of  quality  and  cost. 

a.  Patient  able  to  pay  a  percentage  share  of  his  care,  should. 

b.  Patient  unable  to  pay  needs  government  help :  (1)  payment;  (2)  assistance 
in  selection. 

c.  Strengthen  and  make  uniform,  utilization  review. 

d.  Reduce  number  of  covered  days. 

2.  To  encourage  efficiency  of  providers,  and  simplicity  of  administration,  free 
enterprise  principles  should  be  adopted,  with  back-up  governmental  controls 
only  where  essential. 

C.  Detailed  Discussion  of  Principles. — la.  Patient  who  can,  should  pay  per- 
centage co-insurance  large  enough  to  give  patient  a  real  interest  in  selection  of 
(i)  type  of  care;  (ii)  which  facility  offers  best  combination  of  quality  and  cost. 
For  maximum  effectiveness,  apply  co-insurance  to  all  charges  for  entire  stay. 

Percentage  type  for  more  incentive  than  flat-rate  co-insurance  ;  proper  selection 
saves  money  for  both  patient  and  Medicare ;  this  type  co-insurance  is  a  sound, 
proven  insurance  concept. 

lb.  Patients  Unable  to  Pay  Need  Government  Help — since  no-paying  patient 
has  no  economy  incentive,  absolute  freedom  of  choice  automatically  means 
unnecessarily  high  costs.  Government  should  help  select  facility,  balancing 
humanitarian  and  financial  considerations. 

lc.  Utilization  Review  Should  be  Strengthened  and  Made  Uniform  as  a  back- 
stop control  to  make  above  principles  more  effective.  Penalties  for  utilization 
abuse  should  not  be  borne  by  patients  or  providers,  but  by  any  physician  who 
habitually  certifies  or  prescribes  without  medical  necessity.  Need  uniform  and 
steady  pressure  to  move  patient  from  higher  type  to  next  type  of  care. 

Id.  Reduce  Covered  Days — to  30  in  hospital  and  60  in  EOF,  with  additional 
days  for  catastrophic  illness  or  a  new  spell. 

2.  Free  Enterprise  Principles. — Natural  laws  of  supply  and  demand  create 
fairest  prices.  Encourage  an  abundance  of  competition  among  facilities  which 
qualify  for  Medicare,  in  all  price  ranges.  Nothing  immoral  about  profit  motivating 
people  to  provide  the  best  service  for  the  money.  Natural  free  enterprise  con- 
trols have  developed  over  long  period.  Principles  adopted  in  reliance  thereon, 
need  far  fewer  artificial  governmental  controls,  would  greatly  simplify  reporting 
and  auditing. 

Cost  and  Quality  Control :  True  free  enterprise  system  can  provide  best  com- 
bination of  quality  and  cost.  Encourage  competition  and  profit  motive  for  both 
self-supporting  and  subsidized  facilities.  Where  possible,  customer  should  decide 
who  offers  best  services  for  the  money,  businessman  should  design  and  price  his 
service.  Many  needs  of  nation  have  been  met  by  small  businesses  in  free  enter- 
enterprise  system.  Extended  care  can  be  a  classic  case  in  point. 

The  cost-price  squeeze,  beneficial  and  non-beneficial:  Free  enterprise  creates 
an  automatic  cost-price  squeeze,  to  benefit  of  customer.  Successful  businessman 
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must  give  customer  his  desired  combination  of  quality  and  price.  When  patient 
pays  his  own  bills,  he  chooses  the  facility  which  does  so.  But  when  third  party 
pays,  patient  wants  all  services  and  frills  he  can  get ;  price  is  no  object.  Third 
party  is  caught  in  a  different  squeeze,  which,  when  passed  along  to  the  provider, 
pushes  him  out  of  program  or  bankrupts  him.  Then  government  must  become  both 
payor  and  provider,  with  no  one  to  squeeze  but  the  taxpayer.  Result :  declining- 
quality  and  skyrocketing  costs. 

Backstop  government  controls  needed :  high  standards,  rigidly  enforced ;  maxi- 
mum government  rates  in  areas  of  chronic  short  supply,  or  areas  which  negligible 
private  pay  market. 

IV.  In  conclusion 

This  has  been  an  objective  study,  seeking  a  professionally  and  financially 
sound  Medicare  program.  This  goal  can't  be  attained  by  a  program  that  rewards 
the  unscrupulous,  nor  one  that  requires  excessive  regulation.  It  can  be  attained 
by  a  program  that  distinguishes  profit  motive  from  profiteering — one  that  en- 
courages a  proper  balance  of  quality  and  economy. 

Congress,  Administration  and  ECF's  should  work  together,  using  free  enterprise 
principles  to  give  good  care  to  every  beneficiary  at  lowest  Dossible  cost. 

Mr.  Chairman  and  Members  of  the  Committee  :  Thank  you  for  this  opportunity 
to  share  with  you  the  results  of  considerable  experience  in  the  long-term  health 
care  field,  and  intensive  recent  study  of  the  Medicare  program. 

As  you  know,  I  am  making  this  statement  as  an  individual,  rather  than  as  an 
official  representative  of  any  professional  or  trade  association.  The  wheels  of 
progress  turn  slowly  in  such  associations,  and  they  have  not  yet  developed  their 
official  positions  on  new  Medicare  principles,  to  replace  those  existing  principles 
which  are  causing  costs  to  skyrocket. 

I  must  not  wait  until  I  can  speak  as  an  official  association  representative.  It  is 
imperative  that  Medicare  problems  be  solved  immediately,  before  too  much  harm 
is  done  to  the  program,  the  patients  and  the  industry.  Accordingly,  I  felt  I  must 
speak  out  as  soon  as  possible. 

I  am  not  seeking  to  add  to  the  cost  of  Medicare,  but  to  assist  in  holding  down 
costs  to  the  taxpayer,  while  providing  the  kind  of  patient  care  Congress  intended. 

It  is  my  firm  belief  that  government  and  industry  leaders  must  work  together 
in  seeking  the  best  Medicare  program.  So.  rather  than  trying  to  present  you 
with  a  cut-and-dried  program,  unilaterally  conceived,  please  permit  me  to  out- 
line the  major  reasons  the  program  is  proving  so  costly.  Then  I  would  like  to 
advance  some  ideas  for  correction  of  those  problems,  and  ask  the  Committee  to 
assign  staff  members  to  work  with  the  industry,  to  refine  these  ideas  further. 
The  best  legislation  often  results  from  such  a  government-industry  joint  effort. 
To  date,  industry  participation  has  been  minimal,  in  the  establishment  and  ad- 
ministration of  the  Medicare  program.  The  industry  is  ready,  willing,  able  and 
eager  to  participate  fully,  with  the  benefit  of  three  years'  experience  in  the 
program. 

If  everyone  works  together  to  solve  the  problems.  Congress'  original  purpose, 
in  enacting  the  Medicare  law,  can  be  completely  fulfilled. 

OUTSIDE  SCOPE  OF  THIS  DISCUSSIOX 

My  discussion  of  the  Medicare  program  will  say  very  little  on  two  items  you 
have  been  hearing  a  lot  about : 

1.  Unhappy  beneficiaries — who  believe  the  program  covers  (or  should  cover) 
illnesses  that  are  systematically  or  arbitrarily  being  excluded  or  disallowed. 

2.  Unhappy  providers — who  believe  regulations  are  often  improperly  conceived, 
and  even  more  often  arbitrarily  and  improperly  interpreted. 

I  am  confident  that  the  Congress  will  pass  any  legislation  necessary  to 
overcome  inequities,  and  to  firmly  define  the  coverage. 

I  am  equally  confident  that  the  health  care  industry  in  America  can  provide 
the  best  health  care  for  the  money — if  the  law  and  regulations  give  it  the  chance. 

Therefore,  I  do  not  come  before  you  asking  special  consideration  for  a  special 
interest  group.  My  sole  purpose  in  undertaking  this  study,  and  appearing  before 
you,  is  to  help  you  find  the  best  way  to  give  good  care  to  every  Medicare  bene- 
ficiary, at  the  lowest  possible  cost  to  the  taxpayers.  If  the  industry  can't  do 
this — presuming  a  workable  Medicare  program — then  the  industry  doesn't 
deserve  to  exist ! 
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THE  PROBLEM 

A.  Medicare  is  not  an  unqualified  success 

For  the  Medicare  program  to  be  an  unqualified  success  : 

1.  It  must  provide  good  health  care  for  all  eligible  persons,  regardless  of 
their  ability  to  pay  for  such  care. 

2.  It  must  encourage  the  most  efficient  and  effective  utilization  of  health 
care  resources. 

To  date,  much  progress  has  been  made  toward  the  first  criterion,  and  Congress 
deserves  much  praise  for  enacting  legislation  that  made  this  progress  possible. 

But  the  program  has  failed  the  second  test.  Costs  are  skyrocketing,  because  im- 
proper utilization  and  inefficiencies  are  caused  by  the  present  principles  and 
regulations. 

This  statement  is  presented  in  an  effort  to  help  continue  the  progress  in  im- 
proved health  care,  while  correcting  those  correctable  problems  that  are  causing 
costs  to  soar  unnecessarily  high. 

Until  recently,  this  statement  would  have  been  inappropriately  timed.  Medi- 
care was  still  on  its  "shake-down  cruise."  But  in  recent  months,  the  problems 
inherent  in  the  present  program  have  been  denounced  by  many  Congressmen, 
Senators,  Administration  officials,  industry  leaders,  and  members  of  the  general 
public  and  press. 

Hardly  anyone  is  happy  with  the  program  : 

a.  Patients  and  would-be  patients  are  often  unhappy  with  eligibility  and  cover- 
age determinations. 

b.  Hospitals  and  nursing  home  sare  engulfed  in  red  tape,  excessive  regulation, 
disallowed  costs,  and  disappearing  incentives  to  operate  a  good  and  efficient 
facility. 

c.  Governmental  officials  and  intermediaries  are  appalled  at  the  complexity 
of  the  program  they  must  administer. 

d.  Taxpayers  and  governmental  leaders  are  shocked  at  spiralling  costs  of 
the  program,  and  the  reactions  of  irate  patients  and  providers. 

Who  Is  at  Fault? 

a.  Hospital  administrators  or  nursing  home  owners?  Xo — they  are  the  un- 
willing victims  of  an  unworkable  system. 

b.  Government  or  intermediary  officials?  No — they  are  trying  to  administer 
an  un-administerable  program. 

c.  The  program  itself?  Unquestionably.  It  is  full  of  red  tape  and  excessive 
governmental  regulation  of  patients  and  facilities.  These  evils  are  necessitated 
by  program  principles  which  substitute  artificial  government  controls  for  na- 
tural economic  and  business  controls,  and  which  have  unintended  anti-economy 
incentives. 

B.  Spiraling  Costs  Built  Into  Present  Program 

Let's  look  at  the  major  problems,  built  into  the  present  program,  that  cause 
costs  to  soar : 

1.  Medicare  vs.  Medicaid. — Many  of  the  knottiest  Medicare  problems  result 
from  (a)  ignoring  sound  insurance  principles,  (b)  trying  to  make  Medicare  into 
a  pure  welfare  program,  and  (c)  trying  to  apply  identical  principles  to  both 
Medicare  and  Medicaid. 

Insurance  and  welfare  programs  are  dissimilar  in  concept  and  funding,  and 
should  be  dealt  with  separately. 

Whenever  possible,  proven  insurance  principles  should  be  incorporated  into  the 
Medicare  program.  When  sociological  considerations  overrule  insurance  prin- 
ciples, the  cost  thereof  should  be  fully  understood,  and  funded  separately  from 
insurance  funds. 

2.  Abuse  of  Utilization  Principle.-— Fxtended  care  coverage  was  intended  to 
keep  costs  down,  by  encouraging  efficient  usage  of  a  community's  health  care 
resources.  The  opposite  has  occurred.  Costs  are  skyrocketing,  because  the  pro- 
gram encourages  over-utilization.  From  the  outset,  the  greatest  waste  in  the  Medi- 
care program  has  been  payment  for  hospital  care,  wThen  the  patient  could  have 
received  good  care  at  much  less  cost  in  an  ECF.  There  is  also  a  problem  with 
patients  occupying  ECF  beds,  when  they  need  lesser  care.  However,  this  problem 
is  smaller,  because  there  are  fewer  such  patients,  and  the  cost-per-patient  is 
much  lower. 

Recently,  there  has  been  strong  pressure  from  the  government  and  the  fiscal 
intermediaries,  reducing  the  Medicare  patient  census  in  ECFs.  Unfortunately,  this 
has  increased  the  over-utilization  of  hospital  beds,  as  physicians  have  been  re- 
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luctant  to  transfer  patients  from  the  hospital,  only  to  find  their  coverage  disal- 
lowed at  the  EOF  level. 

Governmental  regulation  is  no  substitute  for  a  system  that  causes  patient  and 
physician  to  seek  proper  utilization.  The  present  Medicare  program  attempts 
such  substitution,  with  the  following  ill  effects : 

a.  The  Patient  has  little  incentive  to  seek  only  that  type  of  care  which  he  truly 
needs.  In  fact,  the  program  often  makes  the  patient  want  to  stay  in  the  hospital, 
rather  than  transfer  to  an  EOF.  It  is  inconvenient  to  move,  and  it  may  cost  him 
much  more  per  day  in  the  ECF — even  though  the  government  pays  far  more  to 
keep  him  in  the  hospital. 

With  proper  emphasis  on  patient  incentives,  there  would  be  less  arm  twisting 
(of  the  physician,  the  provider,  the  UR  committee  or  the  intermediary)  to  create 
or  condone  over-utilization. 

b.  The  Physician  has  many  incentives  to  encourage  over-utilization :  loyalty 
to  a  hospital  when  it  has  empty  beds ;  greater  convenience  of  concentrating  his 
practice  in  a  hospital ;  sympathy  with  patient's  reluctance  to  move ;  experience 
with  intermediary  and  government,  who  are  currently  less  likely  to  question 
patient's  retention  in  hospital,  than  his  transfer  to  ECF.  To  a  lesser  degree,  simi- 
lar forces  work  against  moving  the  patient  from  the  ECF  to  a  lower  level  of  care. 

3.  Abuse  of  Freedom  of  Choice  Principle. — Once  it  has  been  determined  which 
type  of  facility  the  patient  needs  (hospital  or  ECF),  he  often  has  a  choice  among 
many  facilities  within  that  type.  Some  offer  good  care  without  frills,  others 
much  more  expensive  goods  and  services.  The  patient  has  little  or  no  incentive 
to  shop  for  price,  in  choosing  his  facility.  In  ECF  care,  for  example,  why  not 
select  a  $30  cost-per-patient-day  facility,  rather  than  one  with  costs  of  $15 
per  day?  In  either  facility,  he  pays  nothing  out  of  his  own  pocket  for  the  first 
20  days,  and  then  the  same  $5.50  flat  rate  co-insurance. 

4.  Inefficiency  of  Providers. — Provider  has  little  or  no  incentive  to  offer  best 
combination  of  quality  and  price.  It  is  reimbursed  "reasonable  allowable  costs", 
with  no  reward  for  efficiency. 

5.  Complexity  of  Administration. — Complexity  of  system  makes  it  inordi- 
nately expensive  to  administer.  Facility,  intermediary  and  government,  all 
spend  far  too  much  on  costs  of  audit  and  administration. 

C.  Conflicting  Criteria 

It  is  essential  that  any  Medicare  principles  meet  as  many  as  possible  of  the 
needs  of  the  many  parties  involved.  Each  of  the  parties  has  its  own  set  of 
criteria.  Sometimes  these  conflict — even  for  one  of  the  parties. 

However,  new  principles  must  be  adopted.  Conflicting  criteria  must  be  met 
with  compromises,  or  less  important  criteria  must  give  way  to  those  more 
important. 

We  must  understand  all  of  the  following  criteria  (and  probably  others)  in 
order  to  develop  the  best  principles. 

1.  Public  (Government)  Criteria. — The  government  represents  the  public, 
which  is  made  up  of  many  diverse  groups.  But  for  the  purpose  of  this  discussion, 
let  us  consider  Uncle  Sam  to  be  the  advocate  of  the  general  public.  He  has  two 
principal  concerns,  and  they  are  in  conflict : 

a.  High  quality  care  for  every  beneficiary. 

b.  Low  cost  to  the  taxpayer  in  his  general  taxes,  and  his  payments  into 
the  social  security  fund. 

Today,  the  government  tries  to  insure  the  best  care  by  setting  high  standards, 
and  by  giving  the  patient  free  choice  to  choose  any  facility,  with  the  government 
paying  the  cost.  This  causes  the  cost  to  exceed  available  funds.  This  is  countered 
by  squeezing  the  provider.  Such  a  one-way  street  can  only  lead  to  stifled  incen- 
tive, and  in  turn  to  mediocre  care  at  ever-higher  costs. 

The  only  practical  way  to  compromise  these  two  conflicting  criteria,  is  for 
principles  to  be  adopted  that  are  inexpensive  to  administer,  and  that  encourage 
good  quality  care  for  every  beneficiary,  at  the  lowest  possible  cost. 

2.  Patients'  Criteria. — Most  people  expect  to  participate  in  Medicare  insurance 
benefits  at  some  time.  But  until  the  time  approaches,  the  typical  citizen  thinks 
more  like  a  taxpayer  than  a  patient. 

Thus,  patients  (or  imminently  potential  patients)  are  a  minority  segment  of 
the  public.  Accordingly,  they  have  some  specialized  criteria  that  must  be  con- 
sidered, apart  from  general  public  criteria  : 

a.  Something  for  Nothing,  Most  Americans  constantly  seek  expanded  govern- 
ment services,  while  trying  to  forget  that  they  pay  for  it  in  direct  and  hidden 
taxes.  Whether  or  not  we  agree  with  this  idea,  we  have  to  cope  with  it  in 
setting  principles. 
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b.  Adequate  Care,  Plus  Frills,  but  frills  only  if  the  patient  can  afford  it,  or 
if  someone  else  pays  for  it.  This  criterion  causes  the  patient  to  chisel,  and  to 
seek  to  delude  or  persuade  others  to  help  him  to  chisel,  if  someone  else  is 
paying  for  the  frills.  Any  workable  principles  must  give  the  patient  an  incen- 
tive to  help  seek  the  best  combination  of  quality  and  price. 

The  above  problems  are  not  confined  to  Medicare.  All  insurance  companies 
must  find  solutions  to  such  problems,  or  they  will  not  have  successful  health 
insurance  programs.  Some  otherwise  successful  insurance  carriers  have  experi- 
enced underwriting  losses  in  health  insurance,  precisely  because  they  have  not 
solved  these  problems. 

Human  nature  being  what  it  is,  a  successful  program  can  best  be  assured,  by 
putting  the  patient  and  the  government  on  the  same  side  of  the  fiscal  fence. 

3.  ECF's  Criteria. — There  are  some  criteria  that  almost  all  ECFs  agree  on, 
and  they  should  certainly  be  met  in  any  new  principles  : 

a.  Incentive,  the  program  must  give  the  ECFs  incentive:  (a)  to  do  a  profes- 
sional job,  and  (b)  to  operate  efficiently  and  profitably.  (At  the  same  time,  there 
must  be  built-in  controls  to  avoid  excessive  profits.  Controls  are  virtually  auto- 
matic in  a  free  enterprise  program. ) 

b.  Minimal  Government  Control,  the  program  should  have  only  those  govern- 
ment controls  made  necessary  by  the  rare  failure  of  automatic  free  enterprise 
controls. 

c.  Simplicity  of  Administration — To  this,  the  government  would  add  a  fervent 
"Amen !" 

d.  Payment,  Not  Reimbursement — The  term  "reimbursement",  plus  the  history 
of  its  application  to  ECFs,  carries  with  it  the  implication  that  the  ECF  will 
request  reimbursement  of  a  portion  of  its  costs  and  will  eventually  receive  all  or 
part  of  the  requested  funds.  Actually,  ECFs  are  rendering  a  vital  service,  for 
which  they  should  receive  full  and  timely  payment. 

4.  The  Ideal  Solution. — Would  be  a  program  that  will  encourage — 

a.  good  care  for  the  patient ; 

b.  a  fair  shake  for  the  taxpayer  ;  and 

c.  incentives  for  the  provider. 

Let's  look  at  principles  that  are  considered  by  many  to  be  a  workable  solution, 
simple  in  concept,  and  relatively  easy  to  administer. 

THE  PROPOSED  SOLUTION 

A.  Introduction 

As  described  in  detail  in  prior  sections,  the  biggest  problem  in  the  Medicare 
program  is  one  of  spiralling  costs.  To  correct  this  problem,  we  should  pinpoint 
those  principles  which  are  most  likely  to  : 

1.  Discourage  over-utilization  of  health  care  resources. 

2.  Discourage  selection  of  expensive  facilities  at  excessive  cost  to  the 
government. 

3.  Encourage  providers  to  be  efficient. 

4.  Encourage  simplicity  of  administration. 

B.  Proposed  Principles 

The  following  principles  are  offered  as  a  starting  point  for  a  joint  study  by 
government  and  industry  leaders.  They  are  set  forth  in  brief  below.  Each  then 
appears  on  subsequent  pages,  with  detailed  discussion. 

1.  To  discourage  the  patient  from  seeking  over-utilization,  or  selecting  the  most 
expensive  facilities,  there  should  be  strong  forces  to  cause  the  patient  to  select 
(1)  the  proper  type  of  facility  (hospital,  ECF,  or  lesser  care  facility)  and  (2) 
within  that  type,  the  facility  which  offers  the  best  combination  of  quality  and 
cost. 

a.  The  patient  who  is  able  to  pay  for  a  substantial  share  of  his  care,  should 
be  required  to  do  so,  on  a  percentage  basis. 

b.  The  patient  who  is  unable  to  pay  for  a  substantial  share  of  his  care,  should 
be  helped  in  two  ways  :  the  government  should  (1)  pay  for  his  care,  and  (2)  help 
him  exercise  proper  judgment  in  making  the  necessary  selections. 

c.  Utilization  review  should  be  strengthened,  and  made  uniform. 

d.  The  number  of  covered  days  for  a  single  spell  of  illness  should  be  reduced 
to  30  in  the  hospital  and  60  in  the  ECF,  with  additional  days  available  in  the 
case  of  catastrophic  illness  or  a  new  spell  of  illness. 

2.  To  encourage  efficiency  of  providers,  and  simplicity  of  administration,  free 
enterprise  principles  should  be  adopted,  with  back-up  governmental  controls  only 
where  essential. 
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C.  Detailed  discussion  of  principles 

la.  Patient  Who  Can,  Pays  Percentage  Co-insurance 

(1)  Principle. — The  patient  who  is  able  to  pay  for  a  substantial  share  of  his 
care,  should  be  required  to  do  so,  on  a  percentage  basis. 

(2)  Details. —  (a)  The  percentage  should  be  large  enough  to  give  the  patient  a 
real  interest  in  proper  selection — both  as  to  (i)  type  of  care,  and  (ii)  within  that 
type,  which  facility  offers  the  best  combination  of  quality  and  cost. 

(b)  For  co-insurance  to  effectively  encourage  utilization  of  proper  level  of 
care,  it  should  apply  to  all  possible  covered  charges.  Accordingly,  it  is  recom- 
mended that  co-insurance  begin  upon  the  date  of  admission  to  the  hospital  or 
ECF,  and  continue  until  discharge. 

(3)  Advantages. —  (a)  A  percentage  co-insurance  causes  the  patient  and/or 
family  to  take  an  active  interest  in  proper  utilization  of  health  care  resources, 
and  in  proper  selection  of  facility  within  each  type  of  care.  The  present  flat  rate 
co-insurance  has  not  provided,  and  cannot  provide,  the  same  incentive. 

(b)  If,  in  the  judgment  of  a  Medicare  patient,  a  certain  facility  gives  adequate 
care  at  the  lowest  rates  among  all  certified  facilities,  a  percentage  co-insurance 
tends  to  cause  him  to  select  that  facility.  If  so,  he  saves  himself  and  Medicare 
some  money. 

(c)  A  percentage  co-insurance  principle  is  a  sound,  proven  insurance  concept. 

(4)  Problems  to  Overcome  before  this  principle  can  be  adopted: 

(a)  How  can  the  patient  make  valid  judgments  as  to  (1)  type  of  care,  and 
(2)  which  facility  offers  the  best  combination  of  quality  and  cost? 

A  patient  with  sufficient  financial  resources  to  pay  for  part  of  his  care,  typi- 
cally has  the  mental  capacity  to  make  such  judgments,  with  the  help  of  his 
physician  and  financial  advisors — the  latter  being  broadly  defined  to  include 
responsible  family  members,  and/or  professional  advisors.  One  without  such  men- 
tal capacity,  should  have  a  conservator,  who  will  substitute  his  judgment  for 
that  of  his  ward. 

lb.  Patients  Unaole  to  Pay  Need  Government  Help 

(1)  Principle. — The  patient  who  is  unable  to  pay  for  a  substantial  share  of  his 
care,  should  be  helped  in  two  ways  :  the  government  should  (1)  pay  for  his  care, 
and  (2)  help  him  exercise  proper  judgment  in  making  the  necessary  selections. 

(2)  Details. —  (a)  The  government  payments  should  be  made  from  two  sources  : 
the  Medicare  portion  should  be  paid  from  insurance  funds ;  the  co-insurance 
from  welfare  funds. 

(b)  The  patient  who  cannot  pay  the  co-insurance,  has  no  incentive  to  look  at 
the  price  tag.  A  large  percentage  of  the  nation's  aged  fall  into  this  category. 
Accordingly,  absolute  freedom  of  choice  automatically  means  unnecessarily  high 
costs. 

(c)  It  thus  follows  that  the  government  should  have  a  firm  voice  in  the  selec- 
tion of  facility.  This  voice  should  be  exercised  with  a  fine  balance  of  humani- 
tarian and  financial  considerations. 

(3)  Advantages. —  (a)  Proper  governmental  guidance  can  be  responsible  re- 
straint, and  yet  give  the  patient  considerable  freedom  of  choice. 

(b)  Without  such  guidance,  patients  will  gravitate  to  unnecessarily  high  levels 
of  care,  and  to  facilities  with  the  most  frills  and  the  highest  prices. 

(a)  The  government  must  be  willing  to  pay  a  high  enough  rate  for  the  non- 
paying  patient,  that  sufficient  beds  will  be  available. 

(b)  If  freedom  of  choice  is  limited,  for  the  indigent  patient,  does  he  therefore 
become  a  second  class  citizen? 

Xo.  Standards  of  participation  should  be  set  so  high,  that  all  care  provided 
under  the  Medicare  program  will  be  first  class. 

If  freedom  of  choice  is  self -limited  by  the  patient  paying  a  percentage-type 
co-insurance,  there  must  also  be  some  limitation  on  the  patient  who  does  not. 
Otherwise,  we  would  have  a  very  incongruous  situation  :  those  who  could  not 
afford  to  pay.  would  continue  to  glut  the  hospitals  and  avoid  ECF's ;  they  would 
continue  to  choose  the  carriage  trade  facilities,  and  avoid  the  good  lesser-cost 
facilities.  Those  who  could  afford  to  pay  would  choose  the  proper  level  of  care, 
and  tend  to  occupy  the  middle  and  lower  cost  ECF's.  The  patient  who  pays  his 
way,  would  become  the  second  class  citizen. 

1c.  Utilization  Review 

(1)  Principle. — Utilization  review  should  be  strengthened  and  made  uniform. 

(2)  Details. —  (a)  A  percentage-type  co-insurance  is  a  good  natural  control  on 
over-utilization.  However,  there  will  still  be  some  patients  who  will  buy  whatever 
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their  physicians  say  they  should  have.  This  leaves  the  program  vulnerable  to 
abuse  by  any  physician  who  habitually  certifies  or  prescribes  without  medical 
necessity.  Thus,  utilization  review  should  be  continued,  and  should  even  be 
strengthened.  It  should  review  not  only  the  necessity  for  continued  covered  care, 
and  the  necessary  level  of  care,  but  also  at  least  spot-check  the  necessity  for 
original  certification,  and  prescription  of  drugs,  ancillary  services,  etc. 

The  penalties  for  utilization  abuse  should  not  be  borne  by  the  patients  or  the 
providers,  however.  The  physician's  certification  or  prescription  should  not  be 
challengeable  by  them.  A  system  of  utilization  review  should  be  established  that 
punishes  any  habitually  careless  or  unscrupulous  physician  by  suspending  his 
certification  privileges,  with  criminal  penalties  for  flagrant  or  repeated  violations. 

(b)  There  should  be  uniform  and  stead  pressure  to  move  a  patient  from  a 
higher  type  to  the  next  lower  type  of  care,  as  soon  as  it  is  proper  to  do  so. 

(c)  There  should  never  be  crash  programs  to  reduce  the  Medicare  patient 
census  in  any  type  of  facility,  or  any  geographic  area. 

(d)  Proper  utilization  review  would  be  an  effective  control,  without  the  con- 
troversial retroactive  denials. 

(e)  Consideration  might  be  given  to  a  schedule  of  number  of  days  of  hospital 
care  and  extended  care  automatically  available  upon  certain  diagnoses,  to  further 
reduce  the  cost  of  utilization  review. 

Id.  Re  (luce-Covered  Days 

(1)  Principle. — The  number  of  covered  days  for  a  single  spell  of  illness  should 
be  reduced  to  30  in  the  hospital  and  60  in  the  ECF,  with  additional  days  available 
in  the  case  of  catastrophic  illness  or  a  new  spell  of  illness. 

(2)  Details. —  (a)  This  is  an  additional  control,  to  supplement  those  outlined 
on  prior  pages.  It  guards  against  those  situations  where  the  maximum  of  90  days 
in  the  hospital  or  100  in  the  ECF,  unnecessarily  becomes  the  minimum  as  well. 

(b)  It  may  be  necessary  to  specify  the  number  of  days  covered  for  each  cata- 
strophic illness. 

(c)  There  should  be  a  new  spell  of  illness,  without  discharge,  if  a  new  diagnosis 
or  condition  warrants  it. 

2.  Free  Enterprise  Principles. —  (1)  Principle — To  encourage  efficiency  of  pro- 
viders, and  simplicity  of  administration,  free  enterprise  principles  should  be 
adopted,  with  back-up  governmental  controls  only  where  essential. 

(2)  Details  and  Advantages.—  (a)  The  natural  laws  of  supply  and  demand 
result  in  the  fairest  prices  for  goods  and  services. 

(b)  The  consumer-purchaser  of  goods  and  services  is  best  able  to  select  his 
desired  combination  of  quality  and  cost. 

(c)  The  experienced  purveyor  of  goods  and  services  is  best  able  to  determine 
the  most  marketable  combination  of  quality  and  cost. 

(d)  The  best  way  to  get  the  best  combination  of  care  and  price  is  to  encourage 
an  abundance  of  competition.  Then  the  customer  is  king,  and  the  following  types 
of  facilities  will  prosper  and  multiply,  which  is  as  it  should  be : 

fi)  Those  which  offer  adequate  care  at  the  lowest  possible  price,  (probably 
will  become  the  greatest  number) 

(ii)  Those  which  offer  better  care  at  a  competitive  price. 

(iii)  Those  which  offer  the  best  care  possible,  at  a  price  that  a  sufficient 
number  of  people  will  pay  ( probably  will  pioneer  better  health  care  procedures ) . 
Profiteers  and  incompetents  will  fall  by  the  wayside.  That's  also  the  way  it 
should  be ! 

(e)  There  is  nothing  immoral  about  profit  incentive  motivating  people  to 
provide  the  best  service  for  the  money ! 

(f)  Natural  free  enterprise  controls  have  developed  over  a  period  of  many 
decades.  Principles  adopted  in  reliance  upon  these  natural  controls,  will  require 
far  fewer  artificial  governmental  controls.  This  will  greatly  simplify  reporting 
and  audit  procedures. 

(3)  Cost  and  Quality  Control. — A  free  enterprise  extended  care  industry  can 
provide  the  best  combination  of  quality  and  cost — if  it  can  operate  under  true 
free  enterprise  rules. 

Such  rules  must  permit  competition,  limited  only  by  the  laws  of  supply  and 
demand.  Self-supporting  and  subsidized  facilities  must  both  have  full  access 
to  the  market.  They  should  make  their  decisions  on  whether  or  not  to  enter 
any  market,  based  upon  business  judgments  and  the  desire  to  serve.  Neither 
type  of  facility  should  be  given  preferential  treatment  by  governmental  agencies. 
Such  preferences  hide  the  true  cost  of  providing  service. 
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In  any  field  where  the  natural  laws  of  free  enterprise  are  permitted  to 
operate,  few  governmental  controls  are  needed.  The  customer  will  seek  the  best 
combination  of  quality  and  cost.  A  businessman  may  be  tempted  to  give  too 
little  quality  for  the  money — either  to  charge  the  going  rate  and  cut  service,  or 
to  give  good  service  but  to  overcharge.  If  there  is  sufficient  competition  in  the 
community,  such  a  businessman  will  not  attract  enough  customers.  If  there  is 
insufficient  competition,  overcharging  is  virtually  always  punished  by  customers 
going  outside  the  community  or  encouraging  the  establishment  of  competitive 
businesses  in  the  community. 

Some  fields  do  not  lend  themselves  to  pure  free  enterprise.  A  prime  example : 
the  electric  utility  field,  where  huge  costs  of  generating  and  distributing  power 
have  made  regulated  monopolies  necessary. 

Such  is  not  the  case  in  the  extended  care  field.  Each  facility  is  a  small  busi- 
ness enterprise,  which  can  only  be  spurred  on  to  do  the  best  job  by  the  profit 
motive,  with  excess  profits  limited  by  competition — or,  in  rare  cases,  by  other 
controls. 

We  must  recognize  that  self-supporting  and  subsidized  facilities  all  have  a 
profit  motive.  Both  typically  plow  profits  back  into  expanded  facilities  and 
services.  The  self-supporting  facilities  also  pay  out  some  or  most  of  their 
profits  to  investors,  which  typically  encourages  them  to  make  additional  invest- 
ments in  facilities. 

For  free  enterprise  rules  to  be  able  to  work  : 

(i)  The  customer  must  be  free  to  what  he  deems  to  be  the  best  service  for  the 
money. 

(ii)  The  businessman  must  be  free  to  design  and  price  his  service,  and  thus  to 
attract  or  repel  customers. 

(iii)  There  must  be  two  incentives  to  do  a  good  job  for  the  lowest  possible 
price  :  professional  pride  and  profit  motive. 

(iv)  There  must  be  free  and  unrestrained  competition. 

The  history  of  the  United  States  is  filled  with  examples  of  the  needs  of  the 
nation  being  met  by  small  businesses  operating  under  the  free  enterprise  system. 
Extended  care  is  a  classic  case  of  just  such  an  opportunity  for  the  system  to  be 
of  service  to  the  public. 

(4)  Tlie  Cost-Price  Squeeze — Beneficial  and  Nonbeneficial 

(i)  Free  enterprise  typically  creates  a  beneficial  cost-price  squeeze 
Free  enterprise  automatically  puts  opposite  pressures  on  the  businessman,  to 

the  benefit  of  the  customer  : 

(a)  Competition  for  the  customer  tends  to  keep  prices  down. 

(b)  The  same  competition  permits  the  customer  to  exert  an  upward  pressure 
on  quality  of  goods  or  services,  which  in  turn  tends  to  increase  costs. 

Successful  managers  avoid  bankruptcy,  despite  the  squeeze  of  these  opposite 
pressures.  Their  formula :  insofar  as  possible,  give  the  customer  his  desired 
combination  of  quality  and  price. 

(ii)  When  patient  pays  his  own  Mils 

The  above  system  works  very  well  for  the  nursing  home  industry,  when  the 
patient  is  paying  his  own  bills.  He  adopts  one  of  the  following  attitudes : 

( a )  He  wants  the  best  services  he  can  afford ; 

(b)  He  wants  adequate  services  at  the  lowest  possible  price; 

(c)  He  wants  the  cheapest  services  possible,  and  hopes  the  care  is  ade- 
quate ;  or 

(d)  He  chooses  the  facility  which  has  what  he  believes  to  be  the  best 
combination  of  quality  and  price. 

and  in  most  communities,  one  or  more  facilities  adopt  policies  catering  to  each 
of  these  different  attitudes.  The  degree  of  success  (or  failure)  of  each  facility, 
depends  upon  its  manager's  ability  to  judge  the  market  and  to  achieve  a  proper 
balance  between  price  and  cost. 

(iii)  When  third  party  pays  the  dills 

When  a  third  party  payor  enters  the  picture,  the  patient's  attitude  changes. 
He  wants  all  these  services  and  frills  he  can  get.  Price  is  no  object,  as  long  as 
the  payor  will  pay.  Many  patients  chisel  and  scheme,  in  order  to  get  more  than 
they  are  entitled  to.  Most  others  lose  all  interest  in  keeping  the  cost  down. 

(iv)  Spiraling  costs  create  a  non-beneficial  cost-price  squeeze 

The  result  is  spiralling  costs.  The  third  party  payor  is  then  caught  in  an 
impossible  cost-price  squeeze :  he  must  keep  standards  high,  compounding  the 
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the  cost  problem ;  but  he  must  try  to  buy  the  services  within  a  typically  inade- 
quate budget.  So,  the  payor  passes  the  squeeze  along  to  the  provider.  This  will 
push  providers  out  of  the  program,  or  bankrupt  them. 

The  ultimate  consclusion  of  such  a  fiasco  must  be  for  the  government  to  be 
both  the  payor  and  provider.  Now  there  is  no  one  to  catch  in  the  cost-price 
squeeze  but  the  taxpayer.  And  with  no  real  incentives  for  an  administrator  to 
offer  good  care  at  the  lowest  possible  price:  (a)  quality  of  care  will  steadily 
decline,  and/or  (b)  costs  will  continue  to  skyrocket. 

(5)  Problems  to  Overcome  before  this  principle  can  be  adopted: 

(a)  There  are  two  forces  in  a  free  enterprise  situation  that  tend  to  encourage 
some  providers  to  give  sub-standard  care : 

(i)  Some  patients  will  choose  sub-standard  care,  in  order  to  save  money.  Some 
providers  will  design  their  service  to  meet  this  segment  of  the  market.  The  pub- 
lic must  decide  whether  or  not  it  wants  the  government  to  be  paternalistic  toward 
its  Medicare  beneficiaries  who  pay  their  own  co-insurance,  or  even  to  all  private 
pay  patients. 

(ii)  Some  providers  will  try  to  cut  corners  without  being  detected,  in  order  to 
enhance  their  profit  margin.  No  one  would  condone  sub-standard  care  resulting 
from  this  motive. 

To  protect  against  the  latter  (and  the  former,  if  that  is  the  public  mandate) 
the  government  must  set  high  standards,  and  rigidly  enforce  the  requirement 
that  only  those  providers  which  meet  or  exceed  those  standards  may  participate 
in  the  program. 

(b)  What  protection  does  the  government  have  from  high  charges  made  possi- 
ble by  temporary  (or  even  long-standing)  shortages  of  EOF  beds. 

(i)  The  law  of  averages  will  assist  the  laws  of  supply  and  demand  in  solving 
most  of  this  problem.  In  most  areas,  ECF  care  will  be  available  at  a  lower  charge 
to  the  government  and  patient,  when  free  enterprise  competition  is  re-introduced 
into  the  industry.  In  some  areas,  extremely  intense  competition  will  produce 
outstanding  bargains.  And  a  few  short-supply  areas  will  have  higher-thanjaverage 
charges.  The  net  result  will  be  far  fewer  total  tax  and  patient  dollars  spent  for 
extended  care,  than  under  a  continuation  of  the  present  system. 

(ii)  Short-supply  areas  will  attract  additional  beds,  as  soon  as  the  shortages 
become  apparent  to  existing  or  new  providers. 

(iii)  If  any  area  continually  runs  behind  the  rest  of  the  nation  in  providing 
ECF  beds,  a  maximum  government  rate  must  be  established  for  that  area,  as  a 
back-up  control  made  necessary  by  the  failure  of  natural  economic  controls. 
Objective  criteria  should  be  established,  to  pin-point  those  areas  which  need  such 
a  back-up  control,  and  to  establish  a  maximum  government  rate. 

It  is  suggested  that  a  joint  study  be  made  of  (i)  such  criteria,  and  (ii)  of  the 
establishment  of  such  rates,  by  representatives  of  the  government  and  of  the 
ECF  industry. 

(c)  Some  providers  have  few  patients  who  (together  with  their  families) 
could  pay  all  or  a  percentage  of  their  charges.  Such  providers  must  be  subjected 
to  artificial  controls,  to  keep  them  from  setting  unrealistically  high  charges  at 
government  expense. 

CONCLUSION 

To  deserve  to  be  heard,  we  in  the  industry  must  put  aside  our  selfish  interests. 
Realizing  this,  we  have  tried  to  be  very  objective  in  the  foregoing  study.  We  are 
seeking  changes  in  Medicare  that  will  provide  a  professionally  and  financially 
sound  health  care  program. 

That  can't  be  attained  by  a  program  that  rewards  unscrupulous  profiteers  or 
opportunists.  Nor  by  a  program  that  requires  excessive  governmental  regulation 
or  participation. 

It  can  be  attained  by  a  program  that  distinguishes  profit  motive  from  profiteer- 
ing, and  that  encourages  the  proper  balance  of  professional  zeal  and  realistic 
budgeting. 

To  develop  that  program,  I  would  like  to  offer  as  a  closing  thought,  a  plea 
that  would  probably  be  echoed  by  every  responsible  person  in  the  entire  nursing 
home  industry : 

May  I  respectfully  request  that  we  work  together — the  Congress,  the  Adminis- 
tration, and  the  Extended  Care  Facilities — to  refine  the  above  free  enterprise 
principles.  In  this  request,  we  have  but  one  goal — to  help  you  find  the  best  way 
to  give  good  care  to  every  Medicare  beneficiary,  at  the  lowest  possible  cost  to 
the  taxpayers.  If  you  give  us  that  chance,  and  we  can't  produce,  then  we  don't 
belong  in  the  extended  care  field. 
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Mr.  Htjtson.  I  hope  to  plant  a  seed  which  if  properly  nurtured  can 
save  literally  billions  of  dollars  for  the  troubled  institutional  care  por- 
tion of  the  medicare  program  while  enhancing  the  care  received  by 
the  beneficiaries. 

So,  this  means  I  am  going  to  make  a  5 -minute  attempt  to  revolu- 
tionize the  medicare  program.  It  is  difficult  but  I  am  going  to  try. 

Medicare  is  a  qualified  success.  It  has  done  an  outstanding  job  of 
upgrading  health  care  for  the  senior  citizens  of  our  country  and  for 
this  Congress  deserves  much  praise  for  enacting  legislation  that  made 
this  progress  possible. 

As  you  are  all  very  acutely  aware,  costs  are  skyrocketing  far  beyond 
anything  that  you  or  we  dreamed  might  occur.  This  is  happening  pre- 
cisely because  the  principles  adopted  in  the  implementation  of  this 
program  encourage  improper  utilization  of  health  care  resources, 
encourage  operating  and  added  administrative  inefficiencies. 

Let's  quickly  explore  the  major  reasons  for  this.  And  then  let's 
explore  some  completely  different  solutions  to  any  I  have  heard  ad- 
vanced in  recent  months. 

The  major  reason  the  program  is  costing  more  money  than  it  should 
can  probabl}^  be  grouped  into  five  major  categories  and  the  waste 
probably  occurs  in  this  order  of  magnitude: 

The  greatest  losses  are  an  overlong  hospitalization,  overutilization 
of  hospital  resources. 

Second  perhaps  is  unnecessarily  complex  systems  of  administration 
that  are  far  too  costly  to  administer. 

Perhaps  third  is  the  inefficiencies  or  providers  who  have  no  in- 
centive under  the  present  principles  to  be  efficient. 

Fourth,  there  is  nothing  in  the  principles  to  encourage  patients 
or  their  physicians  to  choose  less  expensive  although  entirely  adequate 
and  good  facilities  within  each  level  of  care. 

Probably  the  least  expensive  of  all  but  the  most  publicized  is  the 
overutilization  and  the  other  abuses  which  are  found  in  the  extended 
care  portion  of  the  program. 

All  of  these  wastes  and  inefficiencies  need  attention. 

I  would  like  at  this  point  to  point  out  some  of  the  principles  that 
many  of  us  feel  will  create  an  ideal  solution  that  will  continue  to  give 
improved  and  improving  care  for  patients,  a  fair  shake  for  the  tax- 
payers, incentives  for  the  providers  and  be  simple  to  administer. 

Wherever  possible,  it  is  my  recommendation  that  we  rely  upon  nat- 
ural controls  of  the  free  enterprise  system  such  as  the  law  of  supply 
and  demand,  put  these  to  work  on  behalf  of  the  Government  to  attain 
the  best  quality  care  at  the  lowest  possible  cost.  Let's  encourage  the 
patient  to  select  the  proper  facility  within  each  level  of  care  and  to 
want  to  use  the  proper  level  of  care  by  giving  him  a  pro  rata  stake 
in  the  cost  of  his  care. 

The  result — good  quality  care  at  a  much  lower  cost,  simplicity  of 
administration. 

Time  does  not  permit  me  to  go  into  the  subject  in  depth,  which  I 
am  sure  it  deserves.  I  will  welcome  any  questions  you  have,  but  first 
I  have  a  procedural  suggestion. 

I  have  noticed  in  reading  the  manv  documents  that  are  concerning 
the  work  of  the  Congress  and  the  administration  in  establishing  and 
administering  the  medicare  program  that  the  extended  care  facility 
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industry  has  not  participated  very  much  in  either  the  formulation  or 
the  administration  ideas  of  the  program.  There  are  many  competent 
and  dedicated  businessmen  and  health-care  professionals  in  the  ex- 
tended care  field.  These  people  are  striving  to  maintain  a  balance  of 
quality  and  cost  control  in  the  extended  care  field.  Certainly  their 
ideas  and  their  experience  can  be  helpful  to  Government  as  you  seek 
to  stop  these  skyrocketing  costs  in  the  medicare  program. 

So,  it  is  our  suggestion  that  we  study  this  problem  together,  the 
Congress,  the  administration  and  the  extended  care  facilities.  If  we 
presently  in  the  industry  cannot  do  the  job  given  a  chance  to  give 
high-quality  care  at  much  lower  cost,  then  Ave  do  not  belong  in  the 
extended  care  field. 

Thank  you  again  for  this  opportunity  of  appearing  before  you 
briefly,  and  I  would  be  happy  to  answer  any  questions  you  might  have. 

Mr.  Burke.  Are  there  any  questions  ?  Mr.  Bush. 

Mr.  Bush.  I  think  that  was  certainly  a  refreshing  and  unusual  bit 
of  testimony. 

I  do  have  a  couple  of  questions.  I  am  not  quite  clear  how  you  pro- 
pose getting  this  free  enterprise  competition  more  actively  involved.  , 

Let  me  give  you  a  troubling  example  at  home.  It  is  not  in  your 
area  and  it  is  no  reflection  on  the  work  you  are  doing.  I  had  a  meeting 
down  there  with  some  of  the  Public  Health  Service  people.  Maybe 
this  is  not  directly  on  the  point,  but  I  think  it  is.  In  meeting  with  some 
of  the  Public  Health  Service  people,  it  became  clear  that  nurses  from 
their  Service  went  out  and  got  $6  or  $8  a  day  for  a  visit  whereas  some 
of  the  private  nursing  homes  were  charging  $15  or  $20  for  the  same 
thing.  How  do  we  get  the  competition  going  to  see  that  the  inevitable 
result  of  competition  is  lower  prices  and  better  service? 

This  was  an  example  and  we  are  having  the  HET\T  look  into  this, 
but  I  am  wondering  if  this  is  typical  or  atypical  ?  How  compatible  is 
it  with  your  thinking  and  Iioav  do  Ave  get  free  enterprise  working  ? 

Mr.  Hutsox.  It  sounds  like  someone  was  comparing  home  health 
services  with  extended  care  serA^ice. 

Mr.  Bush.  One  girl  Avas  Avorking  as  a  nurse  and  went  out  from  our 
city  public  health  department  and  she  would  receive  $8  for  a  A^isit 
but  if  the  same  visit  was  done  through  one  of  these  nursing  homes 
that  we  had  there,  they  went  out  and  eventually  charged  medicare 
$20  or  $15. 

I  haAre  the  specifics  on  the  case.  It  has  troubled  me  about  Iioav  you 
fold  in  the  private  enterprise  system  and  make  it  work. 

Mr.  Hutsox.  You  are  talking  about  home  health  serA'ices  in  both 
cases  ? 

Mr.  Bush.  Yes,  sir.  I  Avish  I  had  the  specifics  back  from  HETT  on  it 
but  this  is  the  allegation. 

Mr.  Hutsoxt.  I  am  certain  that  the  industry  has  not  deA^eloped  ade- 
quate home  health  sendees;  that  there  is  not  adequate  competition 
in  that  area  at  this  time. 

I  am  addressing  my  remarks  principally  to  the  extended  care  field 
where  there  is  sufficient  competition  at  the  present  time  in  most  areas 
of  our  country  and  substantial  hrvestment  capital  available  to  provide 
additional  beds  at  such  time  as  they  are  needed. 

Mr.  Bush.  In  other  Avords,  my  observation  might  be  valid  for  home 
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care  but  invalid  as  far  as  an  area  where  you  have  a  lot  of  extended 
care  facilities ;  is  that  right  ? 

Mr.  Hutson.  I  believe  that  is  correct. 

Mr.  Bush.  How  does  the  Government  get  this  going?  Is  there  a 
Government  role  in  this  free  enterprise  thing  or  should  the  Govern- 
ment simply  step  back  and  permit  these  facilities  to  spring  up  and 
hopefully  the  ones  that  will  do  the  best  job  will  get  the  volume  and 
can  deliver  the  service  for  less?  I  don't  see  what  the  Government 
role  is. 

Mr.  Hutson.  I  believe  the  role  of  the  Government  in  this  is  as  a 
backstopper.  When  the  natural  controls  of  free  enterprise  do  not  work 
and  there  will  be  rare  cases  where  they  don't  and  home  health  care  is 
obviously  an  example  where  except  in  scattered  parts  of  the  country 
there  are  no  free  enterprise  or  private  enterprise  organizations  in  the 
home  health  care  system. 

There  are  also  some  isolated  areas  in  the  country  that  are  in  chronic 
short  supply  of  nursing  home  beds,  extended  care  beds  and  hospital 
beds.  In  such  areas  as  that,  backstop  Government  controls  are  needed.  I 
would  reserve  them  for  backstopping. 

Mr.  Collier.  Would  the  gentleman  yield  ? 

Mr.  Bush.  I  yield. 

Mr.  Collier.  To  point  up  what  might  be  the  situation,  Mrs.  Jones, 
a  medicare  patient,  goes  into  extended  care.  There  are  three  nursing 
homes  in  a  given  area.  One,  let's  say,  would  have  a  monthly  rate  of 
$700,  a  very  plush  type  of  home,  and  so  on.  The  next  one  would  be 
perfectly  adequate  and  the  monthly  rate  was  $400.  As  I  understand 
it  presently,  Mrs.  Jones,  as  long  as  she  is  not  paying  the  bill,  can  go  into 
the  $7 00-a-month  home  because  it  is  available. 

Mr.  Hutson.  That  is  correct. 

Mr.  Collier.  Consequently,  the  so-called  free  enterprise  compe- 
titive concept  that  you  are  talking  about  does  not  trigger  in  because 
the  fact  that  the  Federal  Government  pays  the  bill  forecloses  the 
uecessity  of  the  extended  care  patient  seeking  a  facility  that  is  per- 
fectly adequate  but  not  plush. 

Mr.  Hutson.  We  are  talking  now  really  about  a  principle  called 
freedom  of  choice.  If  we  are  going  to  permit  absolute  freedom  of 
choice,  then  we  have  to  be  prepared  for  skyrocketing  costs,  and  we 
have  not  seen  anything  yet. 

The  utilization  review  does  not  work  properly  and  the  choice  of 
facility  is  just  all  wrong  if  the  patient  has  no  stake  in  the  cost  and  one 
who  does  have  a  stake  in  the  cost  is  helping  him  with  his  decision. 

Mr.  Bush.  I  thank  the  gentleman  for  some  excellent  testimony. 
Somewhere  in  here  must  lie  the  answer  because  these  costs  are  spiraling 
without  any  competition.  The  previous  witness  made  some  excellent 
points  but  it  is  rather  alarming  to  feel  that  the  man  of  $60,000  should 
get  the  same  care  and  service.  Somewhere  we  have  to  build  these  things 
into  the  system  and  I  think  your  testimony  is  very  good. 

Thank  you,  Mr.  Chairman. 

Mr.  Burke.  Thank  you  very  much,  Mr.  Hutson.  This  is  an  excellent 
document.  I  can  assure  you  the  staff  and  the  members  of  the  committee 
will  read  it  over  very  carefully. 

Our  next  witness  is  Dr.  Jack  Schreiber. 

Dr.  Schreiber,  if  you  will  identify  yourself  for  the  record  we  will 
be  glad  to  recognize  you. 
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STATEMENT  OF  DR.  JACK  SCHREIBEH,  CANFIELD,  OHIO 

Dr.  Scheeiber.  Mr.  Chairman,  I  am  Dr.  Jack  Schreiber  of  Canfield, 
Ohio.  I  am  a  full-time  practitioner  of  medicine  in  Canfield,  Ohio. 

I  would  like  you  to  know  I  speak  for  myself  here  this  afternoon,  but 
I  echo  the  sentiments  of  thousands  of  physicians  in  this  country.  Most 
of  us  were  and  still  are  opposed  in  principle  to  much  of  the  medicare 
law.  However,  we  are  physicians  first  and  foremost  and  the  great 
majority  of  us  are  trying  to  work  with  a  difficult  situation. 

Since  I  am  in  the  mainstream  taking  care  of  people  7  days  a  week 
and  trying  to  deal  with  this  medicare  confusion,  I  would  like  to  share 
some  of  my  observations  with  the  committee.  I  would  like  to  confine 
the  remarks  to  the  method  of  payment  of  physicians'  fees  under  titles 
18  and  19  under  Public  Law  89-97. 

The  assignment  method  of  payment  has  several  distinct  disadvan- 
tages, it  seems  to  me.  First  of  all,  many  of  my  patients  are  confused 
about  the  law.  A  great  many  erroneously  assume  medicare  is  a  pay- 
ment-in-full program.  Since  they  get  no  bill,  they  know  little  about 
the  true  value  of  the  service  rendered  if  their  doctor  accepts  an 
assignment. 

Two,  under  the  assignment  method,  patients  have  very  little  per- 
sonal responsibility  for  their  health  care  after  they  have  paid  their  $50 
deductible  and  their  monthly  insurance  premium.  When  someone  else 
is  paying  the  bill,  there  is  an  increasing  tendency  to  overutilize  the 
service  which  produces  a  relative  shortage  of  medical  service,  and  I 
think  we  all  agree  this  makes  the  situation  worse. 

Three,  under  the  assignment  method,  it  is  difficult  for  the  physical 
intermediary  to  determine  from  the  bill  whether  services  have  actually 
been  provided.  In  Ohio  at  this  very  time  an  investigation  of  the  medi- 
care and  medicaid  programs  is  currently  being  conducted  at  the  request 
of  the  Ohio  State  Medical  Association. 

One  of  the  many  things  that  has  come  to  light — and  I  just  got  this 
information  yesterday — is  that  there  are  not  enough  investigators  and 
there  probably  never  will  be  enough  to  determine  the  validity  of  the 
individual  claims  checking  against  the  assignment  method  and  against 
the  patient's  bill. 

Furthermore,  it  is  much  easier  for  the  unscrupulous  physicians  in 
our  midst  to  cheat  when  the  patient  does  not  receive  a  bill.  I  know  of 
no  greater  restraint  to  prevent  exhorbitant  fees  than  a  patient  saying 
to  his  physician,  "Doctor,  how  much  do  I  owe  you?" 

Under  the  assignment  method,  this  direct  confrontation  method  is 
eliminated  and  the  impersonal  third-party  arrangement,  I  would  sub- 
mit, encourages  overcharging. 

Four,  the  assignment  method  of  medicare  fees  requires  an  increasing 
load  of  paperwork.  An  official  of  the  U.S.  Public  Health  Service  in 
Cincinnati  in  1967  stated  that  the  elimination  of  unnecessary  paper- 
work would  be  the  equivalent  of  increasing  the  physician  supply  in 
this  country  by  12  percent. 

Why  should  doctors  be  encouraged  to  bill  their  patients  directly? 
For  one  thing,  direct  billing  preserves  the  right  of  contract.  Under  this 
method  of  payment,  the  physician  agrees  to  provide  medical  care  and 
the  patient  agrees  to  be  personally  responsible  for  the  payment  of  the 
fee. 
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The  patient  may  have  a  separate  contract  with  a  third  party  for 
reimbusement  of  part  or  all  of  his  medical  expenses  and  this  third 
party  can  be  a  friend,  an  insurance  company,  a  labor  union  or  even  a 
level  of  government  such  as  medicare  or  medicaid. 

The  important  point  here  is  that  under  the  direct  billing  mechanism 
the  third  party,  in  this  case  the  Federal  Government,  has  a  contract 
with  the  patient.  This  contract  does  not  involve  the  ph3Tsician.  Thus, 
the  physician  is  able  to  provide  medical  care  free  of  interference  from 
the  third  party.  Medical  care  if  it  is  good  is  a  very  personal  relation- 
ship, probably  the  most  personal  an  individual  can  have  with  another 
human  being  outside  the  patient's  guardian  or  his  immediate  family. 

In  my  opinion,  no  third  party  should  be  permitted  to  interfere  with 
the  decisions  made  regarding  a  patient's  physical  or  mental  well-being. 
When  a  third  party,  regardless  of  the  good  intentions  of  that  third 
party,  is  responsible  for  the  expenses  involved,  then  he  has  a  right  to 
sit  in  the  treatment  room  and  to  dictate  all  or  some  of  the  terms  of 
the  treatment.  That  interference  is  exactly  what  physicians  fear  most 
in  the  medicare  law  and  its  inevitable  controls.  Interference  by  persons 
nonmedical  can  and  eventually  do  lower  the  quality  of  medical  care 
given. 

Direct  billing  has  another  important  advantage.  Ohio  has  the  high- 
est percentage  of  physicians  who  bill  their  patients  directly,  71.1  per- 
cent. In  the  first  18  months  of  medicare  in  Ohio  out  of  every  $6  collected 
in  premiums  under  part  B,  only  $2.80  was  paid  out  for  physicians' 
services.  May  I  repeat  that :  Out  of  every  $6  premium  collected,  only 
$2.80  was  paid  out  in  physicians'  services. 

Contrast  this  with  California  which  has  the  highest  percentage  of 
physicians  who  accept  assignments.  I  believe  it  is  95  percent.  In  the 
same  time  period,  January  of  1966  to  July  of  1967,  $7.35  was  paid  out 
for  every  $6  collected  in  premiums.  These  figures  would  tend  to  sug- 
gest that  direct  billing  may  be  the  least  expensive  method  of  payment 
of  physicians'  fees.  I  honestly  believe  that  the  direct  billing  of  all 
patients  eligible  for  Federal  assistance  would  substantially  reduce 
overutilization,  overcharging,  patient  confusion,  and  time-consuming 
paperwork. 

I  fully  appreciate  that,  under  the  assignment  method,  the  physician 
has  the  guaranteed  security  of  having  his  fee  paid  but  I  for  one  would 
rather  take  my  chances  with  my  patient  and  would  much  rather  deal 
directly  and  only  with  him  in  order  to  preserve  his  freedom  to  request 
and  my  freedom  to  give  him  the  best  medical  care  possible. 

Mr.  Burke.  Thank  3^011  very  much,  Dr.  Schreiber. 

Do  you  have  any  questions,  Mr.  Collier  ? 

Mr.  Collier.  I  have  one  observation.  I  think  the  comparative  figures 
you  have  given  us  for  direct  billing  in  Ohio  compared  to  what  has 
happened  in  the  same  period  in  the  State  of  California  are  tremendous- 
ly convincing.  I  would  certainly  hope  that  those  who  are  administering 
the  program  would  take  a  good  hard  look  at  these  figures  and  make 
some  reevaluations  on  the  basis  of  the  experience  you  cite, 

Dr.  Schreiber.  The  Ohio  State  Medical  Association  has  requested 
of  the  Social  Security  Administration  where  did  the  other  $3.23  go  ?  To 
this  date  we  have  had  no  answer.  I  do  not  suggest  that  in  California 
which  has  a  higher  percentage  that  this  is  all  necessarily  due  to  the 
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direct  billing,  but  we  in  Ohio  want  to  know  what  happened  to  the  other 
$3.23  and  we  have  had  no  answer  from  Washington.  We  are  still  pur- 
suing this  and  I  hope  perhaps  this  testimony  might  be  a  mechanism 
of  determining  this. 

Mr.  Collier.  I  will  pursue  it  with  you. 

Dr.  Schreiber.  Thank  you,  sir. 

Mr.  Burke.  Do  you  have  any  question,  Mr.  Bush  ? 

Mr.  Bush.  No  questions,  Mr.  Chairman. 

Mr.  Burke.  There  being  no  further  questions,  this  completes  the 
testimony  for  today,  the  committee  stands  adjourned  and  will  recon- 
vene at  10  a.m.  tomorrow  morning. 

(The  committee  adjourned  at  3:50  p.m.  to  reconvene  at  10  a.m., 
Friday,  October  31, 1969.) 
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SOCIAL  SECURITY  AND  WELFARE  PROPOSALS 


FEIDAY,  OCTOBER  31,  1969 

House  of  Representatives, 

Committee  on  Ways  and  Means 

Washington,  D.G. 
The  committee  met  at  10  a.m.,  pursuant  to  notice,  in  the  committee 
room,  Longworth  House  Office  Building,  Hon.  Al  Ullman,  presiding. 
Mr.  Ullman.  The  committee  will  be  in  order. 
Our  first  witness  will  be  Mr.  Wurf . 
Mr.  Wurf? 

STATEMENT  OF  JERRY  WURF,  PRESIDENT,  AMERICAN  FEDERA- 
TION OF  STATE,  COUNTY,  AND  MUNICIPAL  EMPLOYEES  (AFL- 
CIO) ;  ACCOMPANIED  BY  MRS.  GLORIA  RIORDAN,  LEGISLATIVE 
DIRECTOR,  AND  DONALD  WASSERMAN,  RESEARCH  DIRECTOR 

Mr.  Wurf.  Yes,  sir.  Do  you  want  me  to  come  forward? 
Mr.  Ullman.  Yes. 

Mr.  Wurf,  if  you  would  identify  yourself  and  your  colleagues  for  the 
record  and  state  for  whom  you  are  appearing,  we  would  be  very  happy 
to  recognize  you. 

Mr.  Wurf.  My  name  is  Jerry  Wurf.  I  am  national  president  of  the 
American  Federation  of  State,  County,  and  Municipal  Employees 
( AFL^CIO) ,  and  on  my  right  is  Mrs.  Gloria  Eiordan,  who  is  our  leg- 
islative director ;  and  on  my  left  is  Mr.  Don  Wasserman,  who  is  the 
research  director  of  our  organization. 

Mr.  Ullman.  Mr.  Wurf,  we  are  very  happy  to  welcome  you  and 
your  colleagues  and  you  may  proceed  as  you  see  fit. 

Mr.  Wurf.  Thank  you,  sir. 

Mr.  Ullman.  Excuse  me.  I  want  to  say  that  the  chairman  hoped  to 
be  here  at  this  time,  and  he  wanted  me  to  express  his  regrets. 
You  may  proceed. 

Mr.  Wurf.  Thank  you  very  much,  sir. 

We  are  grateful  for  the  opportunity  to  testify  on  what  we  consider 
crucially  important  legislation. 

My  remarks  today  will  cover  primarily  H.R.  14173  and  H.R.  14430. 
I  will  deal  first  with  the  provisions  of  H.R.  14173. 

family  assistance  plan 

There  are  several  reasons  why  the  450,000  members  of  our  federation 
would  want  me  to  make  clear  to  you  gentlemen  our  position  on  this 
piece  of  legislation.  First,  we  are  public  employees.  Our  work  brings 
us  in  daily  contact — some  of  us  as  public  social  service  workers — with 
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the  human  misery,  indignity,  and  governmental  inefficiency  which  are 
products  of  our  present  welfare  system. 

Second,  and  even  more  important,  we  number  among  our  members 
hard-working  men  and  women  who  labor  in  the  service  of  State, 
county,  and  municipal  governments  at  wages  which  make  them  poor 
or  near  poor  by  government  poverty  standards.  I  will  deliberately 
refrain  from  discussing  all  the  shameful  reasons  behind  this  fact  and 
say  only  this : 

Among  the  some  10  million  workers  brought  under  minimum  wage 
coverage  for  the  first  time  by  the  1966  amendments  to  the  Fair  Labor 
Standards  Act  are  some  school  cafeteria  employees,  and  hospital 
workers — our  members — now  earning  at  least  $1.30  an  hour  or  about 
$2,700  yearly.  They  would  qualify  for  income  supplementation  under 
the  administration's  family  assistance  proposal. 

Our  experience  teaches  us  that  this  system : 

Fails  to  support  life  at  even  minimum  levels  of  decency. 

Destroys  human  dignity  and  personal  initiative  without  which  it  is 
impossible  for  a  human  being  to  achieve  his  potential  as  a  person. 

Drives  Americans  apart  with  artificial  and  cruel  distinctions  when 
we  need  to  be  brought  together  in  a  sense  of  our  kinship. 

Destroys  families  by  driving  male  adults  out  of  the  home. 

Debases  those  governments,  institutions,  and  leaders  who  are  forced 
to  be  a  part  of  it,  robbing  them  of  the  respect  and  adherence  of  the 
people,  respect  without  which  they  cannot  govern. 

Alienates  both  recipient  and  nonrecipient  alike — and  especially  the 
young  citizen — from  this  society  of  ours  and  adds  to  the  already  over- 
whelming obstacles  that  stand  between  society  and  its  goals  of  justice 
and  equality. 

Consider  the  situation.  Our  country  is  affluent,  powerful,  capable  of 
providing  the  basis  upon  which  all  its  citizens  can  build  the  good  life 
for  themselves.  The  people  know  that.  Expectations  continue  to  rise 
in  all  parts  of  the  country,  among  all  kinds  of  people.  They  expect 
material  things.  They  expect,  too,  the  fulfillment  of  the  goals  toward 
which  we  have  worked  for  nearly  300  years.  The  expectation  was  best 
summed  up  for  me  in  the  simple  phrase  of  a  young  woman  whom  I 
overheard  recently.  "This  could  be  such  a  good  country,''  she  said. 
And  the  people  know  that,  too. 

Against  this  backdrop,  consider  how  great  and  how  widespread  is 
the  disillusionment  which  Americans  of  all  walks  of  life  feel  for  the 
system  through  which  this  prosperous  and  powerful  country  responds 
to  the  needs  of  the  poor  and  the  powerless. 

REPLACIXG  THIS  STSTEVt 

Consider  and  you  will  understand  our  union's  position  that  the 
Congress  ultimate  objective  in  this  field  must  be  the  eradication  of 
the  welfare  system  and  its  replacement  with  an  intelligent  and  humane 
and  noncategorical  method  of  income  support. 

Xo  amount  of  tinkering  with  the  present  system  will  achieve  that 
objective.  Even  with  the  sweeping  changes  proposed  by  President 
Nixon,  Ave  will  still  be  operating  a  system  of  support  premised  on  a 
demeaning  pauper's  oath  with  all  that  means  in  terms  of  destroying 
dignity  and  initiative  and  dividing  people  into  classes :  the  givers  and 
the  given-to, 


1273 


We  believe  that  premise  is  discredited.  We  believe  it  needs  to  be 
replaced  by  a  public  policy  based  on  the  simple  but  profound  recogni- 
tion that  every  American  is  entitled  to  a  basic  decent  income  because 
it  is  fundamental,  in  this  world,  to  the  inalienable  right  of  life  itself. 

That  is  the  goal  we  are  committed  to.  It  is  the  goal  to  which  we 
seek  your  commitment.  It  is  the  goal  which  we  intend  to  keep  before 
the  conscience  of  the  American  people. 

Like  many  Americans,  we  struggle,  often  in  frustration,  with  our 
urgent  desire  to  attain  our  goals  immediately  and,  on  the  other  side 
of  our  nature,  with  our  realization  that  worthwhile  things  take  time 
to  achieve.  Our  knowledge  of  the  urgent  need  for  reordering  this  Na- 
tion's priorities  contends  with  our  practicality. 

Unfortunately,  the  legislation  now  before  you  does  not  meet  the 
goal  to  which  we  are  committed.  It  is  with  what  has  been  proposed 
that  I  want  to  deal,  with  the  understanding  that  even  the  best  of  what 
is  before  you  falls  short  of  the  country's  need. 

CONCEPT  VERSUS  EXECUTION 

The  President  must  be  commended,  in  my  opinion,  for  trying  to 
inject  into  the  existing  welfare  system  some  concern  for  the  dignity  of 
the  poor  and  powerless.  The  concept  of  a  national  minimum  standard 
of  income  for  the  poor  serves  that  concern.  So  does  the  concept  of 
a  national  standard  of  eligibility  for  assistance.  So,  in  concept,  does 
his  recognition  of  the  plight  of  the  working  poor  and  the  harmful 
effects  present  rules  have  on  family  stability.  So,  too,  does  his  proposal 
to  substitute  a  declaration  of  eligibility  for  the  onerous  and  harassing 
investigative  procedure. 

I  want  to  say,  first,  if  I  may  interrupt  my  text,  that  for  many  years 
I  organized  employees  in  the  city  of  Xew  York  before  I  was  elected  to 
national  office  here  in  Washington  and  one  of  the  most  disturbing,  dis- 
tressing things  that  we  ran  across  was  the  unhappiness,  frustration, 
and  outrage  of  our  membership  that  were  forced  to  investigate,  to  look 
in,  to  check  the  nature  of  the  clothes,  to  harass  people  who  were 
receiving  welfare  assistance,  something  I  will  never  quite  forget. 

In  addition,  we  welcome  the  move  toward  increased  provision  of 
day  care  for  the  children  of  working  mothers  and  increased  aid  to  the 
aged,  blind,  and  disabled. 

But  between  concept  and  execution  there  are  yawning  gaps  in  this 
proposal  which  gives  us  great  concern. 

IXCOME  FLOOR   SHOULD   MEET   POVERTY  LEVEL 

While  the  concept  of  a  national  floor  for  income  is  laudable,  the 
arithmetic  presented  in  this  proposal  makes  a  mockery  of  the  goal ; 
$1,600  income  for  a  family  of  four  represents  less  than  "half  the  $3,600 
which  the  Federal  Government  considers  the  povertv  line  and  which 
in  itself  is  $3,000  beloAv  the  $6,600  that  the  Bureau  of  Labor  Statistics 
found  was  necessary  to  maintain  a  low  standard  of  living  in  urban 
America  in  September  I960.  The  $1,600  figure,  by  my  calculation, 
works  out  to  be  77  cents  an  hour. 

American  families  in  need  cannot  eat  concepts-of-income  floors. 
They  need  the  reality  of  sufficient  income  to  support  themselves,  to 
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regain  lost  dignity  and  initiative,  and  to  venture  forth  into  the  worlds 
of  work,  education,  and  citizenship. 

I  will  not  trouble  the  committee  or  myself  by  attempting  to  refute 
the  economics  of  the  $1,600  floor  proposed  in  this  bill.  I  will,  how- 
ever, say  that  we  think  assistance  should,  at  the  bare  minimum,  meet 
the  Federal  Government's  own  poverty  line  of  $3,600  per  annum  for 
a  family  of  four. 

BILL  PROTECTS  ADEQUATE  PAYMENT  LEVELS 

TTe  welcome  the  bill's  provisions  that  a  State  cannot  reduce  its 
current  level  of  welfare  payments.  But  holding  the  line — particu- 
larly when  that  line  already  is  too  low — is  hardly  an  ambitious  goal. 
Few  if  any  of  the  50  States  make  payments  as  high  as  the  level  for 
minimum  subsistence  set  by  each  of  the  State  legislatures.  In  other 
words,  most  States  pay  welfare  recipients  less  than  States  themselves 
declare  to  be  a  minimum  standard.  The  protection  this  provision  of 
the  bill  affords  is  not,  then,  protection  of  welfare  recipients.  It  is 
protection  of  existing  inadequate  levels  of  payment.  It  could  en- 
shrine penury  in  the  overwhelming  majority  of  American  State 
governments. 

INCREASED  MINIMUM  WAGE  URGED 

The  extension  of  benefits  to  the  working  poor  is  one  of  the  com- 
mendable features  of  the  administration's  plan.  It  is  considerably 
weakened,  however,  by  the  omission  of  one  of  the  surest  guarantees 
of  economic  independence  for  the  working  man  and  woman :  an  ade- 
quate minimum  wage.  The  administration  should  seek  a  $2  an  hour 
minimum  wage  as  part  of  its  legislative  package.  Such  a  wage  floor 
would  not,  I  am  certain,  reach  all  of  the  men  and  women  to  whom 
this  facet  of  the  Mxon  plan  is  addressed.  It  would,  however,  remove 
many  full-time  employees  from  the  ranks  of  poverty — some  of  whom, 
as  I  have  said,  are  members  of  this  union.  Such  action  would  bring 
a  person  working  full  time,  all  year,  an  income  of  $4,100,  just  $500 
beyond  the  poverty  line.  Further,  it  would  place  upon  the  employer  the 
responsibility  of  paying  a  living  wage  and  prevent  this  section  of 
the  plan  from  becoming  a  Federal  subsidy  of  substandard  wages. 

PUBLIC  SERVICE  JOBS 

Another  important  weapon  in  the  war  against  dependency  is  omit- 
ted from  the  administration  proposal:  public  service  employment. 
The  omission  steins  from  a  failure  to  recognize  that  suitable  em- 
ployment, particularly  at  a  time  of  rising  unemployment,  does  not 
exist  and  will  not  materialize  unless  the  Federal  Government  accepts 
its  legitimate  role  as  creator  and  sponsor  of  the  many  jobs  which  are 
important,  necessary,  and,  in  some  fields,  such  as  the  protection  of  our 
imperiled  environment,  crucial  to  the  national  interest. 

MANDATORY  WORK 

The  strong  reluctance  of  the  administration — in  this  bill  and  else- 
where— to  own  up  to  the  lack  of  available,  meaningful  jobs  is  what 
condemns  to  failure  the  remaining  major  element  of  this  bill:  the 
mandatory  work  provision. 
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As  a  result,  the  welfare  recipient  will  be  conscripted  for  those  jobs 
which  are  available :  the  menial  work  of  our  economy.  The  bill  relies 
heavily  on  training  programs  to  remove  from  the  welfare  rolls  most  of 
the  1.1  million  family  heads  who  will  be  required  to  register.  But  it 
provides  funds  for  no  more  than  150,000  training  slots.  And  the  fact 
remains  that  training  workers  does  not  develop  jobs. 

There  are  other  reasons  this  provision  is  unacceptable.  It  has  no 
placement  guarantees.  There  are  no  standards  to  define  appropriate 
employment.  There  is  no  requirement  that  jobs  resulting  from  train- 
ing or  jobs  which  the  recipient  is  required  to  accept  be  paid  at  the 
Federal  minimum  or  prevailing  wage. 

I  believe  this  provision,  if  enacted,  is  doomed  to  failure  and  bound 
to  create  the  same  kind  of  misery  for  the  recipient  and  the  officials 
enforcing  it  which  past  manadatory  work  provisions  created.  For,  in 
the  final  analysis,  it  mandates  work  and  does  not  mandate  jobs. 

SUMMARY 

Allow  me  to  sum  up  our  position  opposing  this  bill  as  it  stands.  * 
We  favor  the  main  new  concepts  of  the  bill — a  national  income 
floor,  national  eligibility  standards,  inclusion  of  the  working  poor. 
We  favor  these  concepts  because  we  see  them  as  steps  leading  toward 
our  goal  of  eliminating  the  welfare  system. 

But,  important  as  those  steps  are,  we  believe  this  bill  should  be 
amended  so  that  the  coercive  work  feature  is  remedied  and  the  in- 
come floor  is  made  to  at  least  match  the  poverty  level  defined  by  the 
Government,  We  also  strongly  urge  raising  the  minimum  wage  to  $2 
as  a  part  of  an  attack  on  dependency. 

oasdhi 

Xow  let  me  move  on  to  a  brief  discussion  of  the  social  security  pro- 
visions of  interest  to  our  union.  We  join  the  AFL-CIO  in  supporting 
the  Gilbert  bill,  H.R.  14430,  which  would,  if  enacted,  provide  needed 
benefit  increases  for  retirees  and  their  families;  automatic  adjustment 
of  benefits  with  increases  in  the  cost  of  living ;  a  new  method  of  com- 
puting the  benefit  which  would  realistically  relate  the  social  security 
benefit  to  the  standard  of  living  which  the  worker  achieved  just  prior 
to  his  retirement ;  automatic  adjustment  in  the  wage  base  to  keep  bene- 
fits up  to  date  with  increases  in  wage  levels ;  extension  of  medicare  to 
the  disabled;  out  of  hospital  prescription  drugs  for  medicare  recipi- 
ents; and  gradually  increasing  Government  contribution  to  the 
OASDHI  program  from  general  revenues. 

SOCIAL  SECURITY  COVERAGE  FOR  STATE  AND  LOCAL  EMPLOYEES 

I  would  like  now  to  bring  to  you  some  of  the  particular  problems  of 
State  and  local  government  employees  coverage  under  the  Federal 
OASDHI  system. 

Preliminary  statistics  of  the  Social  Security  Administration  Office 
of  Research  and  Statistics,  as  of  December  1967,  show  that  an  estimated 
30  percent  of  the  9  million  full-time  and  part-time  State  and  local 
employees  remain  outside  of  the  Federal  OASDHI  (social  security) 
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program.  Coverage  for  these  people  is  difficult  under  the  present  com- 
plicated provisions  of  section  218  of  the  Federal  law. 

Essentially,  those  covered  by  retirement  systems  can  be  brought 
under  social  security  (OASDHI)  by  two  methods — both  of  which 
require  State  agreement.  One  method  is  a  referendum  vote  in  which  a 
majority  of  those  eligible  to  vote  in  a  coverage  group  designated  by  the 
State  vote  in  favor  of  coverage.  The  second  method  is  a  division  of  that 
group  in  which  those  who  vote  against  coverage  remain  out  of  the 
Federal  system  and  those  who  vote  in  favor  of  coverage  are  brought 
under  the  system  as  are  all  new  members  of  that  group. 

OASDHI  would  be  more  accessible  to  State  and  local  employees  if 
the  referendum  requirement  of  a  majority  of  eligibles  were  changed  to 
a  majority  of  those  voting.  Presently,  those  who  do  not  vote  are  counted 
as  "no''  votes,  sometimes  making  it  difficult  to  obtain  a  favorable  vote 
by  a  majority  of  all  eligibles.  As  a  result,  coverage  is  denied  many  who 
wish  to  and  should  be  covered. 

RETROACTIVE  COVERAGE 

The  Federal  law  permits  coverage  to  become  effective  retroactively 
up  to  5  years.  However,  the  Federal  requirement  that  all  years  after 
1951  must  be  counted — save  for  5  dropout  years — in  determining  the 
average  monthly  wage  upon  which  the  benefit  is  based  results  in  a 
severe  deterioration  in  the  benefit  earnable  by  a  late  entry  employee. 

If  the  Federal  law  were  to  make  retroactive  coverage  available  as  far 
back  as  January  1, 1956,  State  and  local  employees  would  have  a  chance 
to  secure  treatment  equal  with  others  covered  under  the  system — pro- 
vided they  were  able  to  negotiate  retroactive  coverage  with  their  em- 
ployers. Back  contributions  could  be  made  from  the  funds  of  the 
retirement  system  where  the  system  is  coordinated  with  the  Federal 
program.  Cash  contributions  would  be  made  in  instances  where  the 
system  is  supplemented  by  the  Federal  system. 

The  Federal  law  permits  20  States  to  divide  their  retirement  systems 
into  two  parts.  One  part  consists  of  those  who  desire  Federal  social 
security  coverage.  The  other  consists  of  those  who  do  not.  This  is  the 
division  method.  All  new  employees  are  covered  by  the  Federal  pro- 
gram. The  Federal  law  now  must  be  amended  each  time  an  additional 
State  wishes  to  use  the  divided  system  vote. 

We  propose  an  extension  of  the  divided  system  method  to  all  States 
whereby  individuals  under  retirement  systems,  who  have  no  social 
security  coverage,  may  select  social  security  coverage.  It  would  seem 
to  be  a  democratic  method  to  permit  employees,  who  are  covered  by 
retirement  systems,  to  choose  additional  coverage  under  social  security. 
We  believe  this  coverage  should  be  available  to  all  State  and  local  em- 
ployees. Availability  is  now  limited  in  two  ways:  First,  the  State  or 
local  government  unit  holds  the  power  to  determine  whether  it  will 
extend  coverage  to  its  employees.  Second,  once  availability  is  extended 
by  the  State,  an  unfavorable  referendum  vote  of  employees  can,  in 
30  States,  defeat  coverage  for  many  who  wish  to  be  covered. 

We  ask  that  the  provisions  of  section  218  be  codified,  that  the  section 
be  simplified  so  that  State  and  local  employers  and  emplovees  alike  will 
have  a  clear  understanding  of  coverage  and  procedures  for  coverage. 

Additional  coverage  gaps  should  be  closed.  The  law  now  excludes 
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services  of  individuals  employed  to  relieve  them  of  unemployment.  For 
example,  some  of  the  people  who  are  employed  under  the  antipoverty 
program  or  in  sheltered  workshop  situations  are  excluded. 

While  these  people  are  not  competing  in  the  labor  market,  they  are 
actually  performing  work  and  they  should  be  covered. 

We  further  request  that  the  State  no  longer  have  the  right  to  dis- 
continue coverage  in  cases  where  employees  were  originally  brought 
under  the  Federal  system  because  they  were  ineligible  for  State  retire- 
ment system  coverage  but  subsequently  became  eligible  for  it. 

We  support  H.R.  12460  which  would  permit  some  States  to  partici- 
pate in  the  hospital  insurance  program  under  medicare.  This  would 
offer  protection  to  State  and  local  employees  who  are  covered  by  State 
and  local  retirement  systems  but  not  by  the  Federal  Social  Security 
System. 

Finally,  I  call  attention  to  the  fact  that  there  remain  approximately 
650,000  State  and  local  employees  who  are  not  covered  by  Federal 
social  security,  and  who  would  not  be  eligible  for  the  hospital  insurance 
provisions  of  medicare  under  H.R.  12460. 

These  are  the  State  and  local  employees  who  are  without  any  kind  * 
of  retirement  coverage — neither  a  State  retirement  system  nor  Federal 
OASDHI.   These   employees,    too,    should    be    offered  medicare 
protection. 

May  I  thank  the  committee  for  this  opportunity  to  bring  you  the 
point  of  view  of  our  union  and  hopefully  we  will  have  some  small 
effect  upon  your  deliberations. 

Mr.  Ullman.  Thank  you  for  a  very  concise  statement. 

Are  there  questions  ? 

Mr.  Gilbert? 

Mr.  Gilbert.  Mr.  Chairman,  I  would  like  to  extend  a  personal  wel- 
come to  Mr.  Wurf .  He  is  an  old  personal  friend,  one  of  our  truly  great 
labor  leaders  of  the  country. 

Thank  you  for  your  statement.  I  particularly  thank  you  for  your 
consideration  here  this  morning  to  support  the  provisions  of  my  bill. 

Mr.  Wurf.  Let  me  thank  Congressman  Gilbert.  We  are  very  grate- 
ful for  the  very  fine  bill  you  have  introduced,  and  we  wish  it  every 
success  and  we  are  grateful  for  your  efforts. 

Mr.  Gilbert.  Thank  you  very  much. 

Mr.  Corman.  Will  the  gentleman  yield  ? 

Mr.  Gilbert.  1  yield  to  my  distinguished  colleague. 

Mr.  Gorman-.  As  I  understand  it  only  between  one -third  and  one- 
half  of  the  people  who  are  now  eligible  for  public  assistance  are  receiv- 
ing it.  Is  that  your  understanding  ? 

Mr.  Wurf.  We  have  heard  those  figures.  It  is  obvious  that  very 
large  numbers  of  people  who  are  eligible  for  public  assistance  are  not 
receiving  it. 

Mr.  Gorman.  I  wondered  if  you  had  any  figures,  or  if  you  do  not 
have  them,  could  you  supply  them  for  the  record,  as  to  how  much  the 
present  proposal  would  cost  if  we  really  funded  the  total  needs  even 
at  the  relatively  low  levels  we  have  been  talking  about  ?  That  would 
include  the  cost  of  child  care  centers  for  all  the  children  who  would 
have  to  be  cared  for. 

I  am  afraid  that  we  are  going  to  be  reluctant  to  appropriate  the 
funds  necessary  and  I  hope  we  have  some  realistic  understanding  of 
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what  the  requirement  is  going  to  be  if  we  are  going  to  start  the 
program. 

Mr.  Wttrf.  There  are  30  million  individuals  living  at  or  below  the 
poverty  line  most  recently  enunciated  by  the  Department  of  Labor — 
$3,600  for  an  urban  family  of  four.  It  is  our  firm  conviction  that  any- 
one living  below  this  minimum  level  should  be  receiving  assistance. 
However,  due  to  the  patchwork  system  of  State  eligibility  and  benefit 
standards,  only  a  small  percentage  of  the  poor  are  actually  receiving 
welfare  aid.  Under  titles  IV  and  XVI,  10  million  individuals  are  re- 
ceiving assistance.  This  constitutes  one-third  of  the  poor — as  Con- 
gressman Gorman  rightly  suggests. 

Let  me  say,  sir,  I  think  the  questions  you  are  raising  are  perfectly 
reasonable  and  fair;  that  we  should  be  pricing  the  recommenda- 
tions that  we  make  to  the  committee,  but  let  me  say,  sir,  that  we 
are  dealing  with  something  that  is  as  critical  and  vital  as  anything 
that  we  have  happening  in  this  country.  In  the  same  way  that  we  must 
attack  the  problems  of  our  environment,  that  in  the  same  way  we 
attack  the  problems  of  war  and  peace,  we  have  to  attack  the  problem 
of  what  is  happening  to  millions  of  people. 

Mr.  Corman.  I  am  not  quarreling  at  all  with  the  necessity  of  the 
program.  My  concern  is  we  talk  about  spending  a  lot  of  money  to  take 
care  of  the  poor,  but  we  probably  won't  appropriate  it. 

Mr.  Wuef.  I  am  having  trouble  hearing  you.  Let  me  move  closer, 
if  I  may. 

Excuse  me,  Mr.  Chairman.  I  just  have  difficulty  in  hearing. 

Mr.  Corman.  My  concern  is  this.  I  have  no  quarrel  with  you  about 
the  necessity  of  taking  care  of  the  poor  and  rehabilitating  those  who 
may  be  the  subject  of  rehabilitation,  moving  them  into  the  labor 
market  and  giving  the  others  adequate  living  standards. 

My  concern  is  that  we  talk  about  spending  substantial  amounts  of 
money  per  capita  on  people,  but  we  do  not  face  up  to  what  that  total 
cost  is  going  to  be.  It  doesn't  matter  what  program  we  adopt,  if  we 
do  not  fund  it,  it  will  not  accomplish  the  ultimate  objective  of  provid- 
ing reasonable  living  standards  for  people.  My  quarrel  is  not  that  this 
is  going  to  cost  too  much ;  my  quarrel  is  that  if  we  do  not  spend  what 
it  costs  we  will  not  accomplish  our  objective,  and  I  want  us  to  look 
realistically  at  how  many  dollars  we  are  going  to  have  to  spend  if  we 
accomplish  the  rather  high-sounding  objectives  set  out  in  the  legisla- 
tion. That  is  the  reason  I  would  like  to  have  the  figures  as  to  what 
your  proposal  would  cost  and  actually  what  the  administration's 
proposal  would  cost  if  we  funded  it  for  all  of  the  people  who  would 
be  eligible  for  it.  As  I  say,  you  may  not  have  those  figures,  but  if  they 
were  available  to  you  and  you  can  submit  them  for  the  record,  I  would 
appreciate  it. 

Mr.  Wurf.  Let  me  say,  sir,  that  your  request  is  perfectly  reasonable, 
and  I  am  sort  of  ashamed  this  morning  that  I  didn't  come  in  with  that 
information,  but  I  assure  you  long  before  the  hearing  ends  I  will  send 
a  copy  to  you  and  a  copy  to  every  member  of  this  committee  of  what 
we  feel  the  costs  are. 

We  have  an  excellent  research  department,  and  will  put  them  to 
work  and  we  will  send  you  the  figures. 
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I  join  with  your  thought  that  while  it  is  absolutely  necessary  to 
know  what  it  will  cost  it  is  also  necessary  to  accept  the  concept  that 
this  is  an  expensive  but  absolutely  necessary  program. 

Mr.  Ullman.  Mr.  Gorman,  without  objection,  we  will  leave  the 
record  open  for  that  information. 

We  will  appreciate  your  supplying  it  to  the  committee. 

(The  information  referred  to  follows :) 

According  to  the  recent  report  of  the  President's  Commission  on  Income 
Maintenance  Programs,  the  cost  of  such  a  program,  if  pegged  at  $3,600  for  a 
family  of  four,  rather  than  at  $1,600  as  proposed  by  the  President,  would  be 
$20  billion  in  net  additional  costs.  This  does  not  include  the  cost  of  training 
and  child  care  centers.  It  would  compare  with  additional  costs  of  $6.9  billion 
necessary  to  finance  the  Administration's  family  assistance  program  plus  food 
stamps  in  Fiscal  Year  1972.  The  latter  figure  is  arrived  at  as  follows :  The 
additional  moneys  for  family  assistance  payments  in  the  President's  welfare 
plan  amount  to  $4.4  billion — including  $1  billion  in  revenue  sharing  and  sub- 
tracting $600  million  for  training  and  child  care  centers. 

An  income  maintenance  program,  therefore,  which  would  at  least  allow  a 
family  to  reach  the  poverty  cutoff  level,  would  cost  the  Nation  $13.1  billion 
more  than  the  President  now  proposes.  I  submit  that  this  is  an  urgent  expendi-  t 
ture  and  one  that  the  Nation  can  more  easily  afford  to  make  than  not  to  do  so. 

To  this  sum  should  be  added  the  cost  of  building  and  staffing  child  care 
centers  sufficient  to  accommodate  pre-school-age  children  of  all  welfare  mothers 
who  wish  to  work,  as  well  as  the  school-aged  youngsters,  age  10  and  below, 
who  require  supervision  after  school  hours  because  their  mothers  are  required 
to  work.  I  regret  that  we  cannot  supply  an  estimate  of  this  cost. 

Mr.  Ullman.  Are  there  other  questions  ? 

Mr.  Wurf ,  we  appreciate  your  testimony  very  much. 

Mr.  Wurf.  Thank  you,  sir. 

Mr.  Ullman.  The  committee  is  pleased  today  that  Governor  Nelson 
Eockef  eller  is  here  to  testify  before  the  committee. 
Mr.  Schneebeli.  Mr.  Chairman? 
Mr.  Ullman.  Mr.  Schneebeli. 

Mr.  Schneebeli.  Mr.  Chairman,  this  has  been  my  first  opportunity 
to  greet  my  old — or  I  should  say  my  friend  of  long  standing,  Governor 
Rockefeller.  We  have  been  friends  for  more  years  than  I  would  like 
to  admit. 

I  would  like  to  take  this  opportunity  to  spread  on  the  record  my 
high  regard  and  admiration  for  the  marvelous  record  that  he  has  given 
to  this  country,  both  in  Federal  service,  as  well  as  almost  the  11  years 
as  Governor  of  the  State  of  New  York.  I  think  his  greatest  contribution 
has  been  in  the  field  of  social  welfare,  about  which  we  will  hear  today. 
He  has  made  such  tremendous  contributions.  I  reflect  the  feelings  of 
the  people  of  my  constituency,  the  committee,  and  we  are  awfully 
proud  to  have  you  here,  Nelson,  and  congratulations. 

Mr.  Conable.  Mr.  Chairman  ? 

Mr.  Ullman.  Mr.  Conable. 

Mr.  Conable.  As  a  New  Yorker,  I  would  like  to  express  the  provin- 
cial pride  a  New  Yorker  feels  and  compliment  the  next  witness.  Our 
pride  in  our  State  is  not  only  reflected  by  the  leadership  of  the  State 
but  it  is  also  pretty  firmly  based  in  that  leadership.  We  are  proud  of 
the  record  this  man  has  made  as  our  leader  in  New  York  and  proud 
that  he  would  come  here  and  give  us  his  advice  on  this  important 
legislation. 

Mr.  Gilbert.  Mr.  Chairman  ? 

Mr.  Ullman.  Mr.  Gilbert. 
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Mr.  Gilbert.  I  would  like  to  join  with  my  colleagues  in  extending 
a  welcome  to  the  distinguished  gentleman  from  the  State  of  New  York. 

Although,  Governor,  I  am  from  the  other  side  of  the  aisle  I  want  to 
tell  you  I  personally  have  a  great  deal  of  admiration  for  you  and  your 
administration. 

Mr.  Ullman.  Governor,  the  chairman  asked  me  to  apologize  to  you 
for  his  absence  today.  He  had  planned  originally  to  be  here  and  cer- 
tainly wanted  to  be  here  when  }tou  testified  before  the  committee. 
However,  he  had  to  leave  town  earlier  than  originally  anticipated  to 
keep  a  longstanding  engagement  in  Florida.  He  does  fully  intend  to 
read  the  record  carefully  on  his  return  with  particular  attention  to 
what  you  have  to  say  here  today. 

I  want  to  say  personally  that  it  is  a  personal  privilege  to  welcome 
you  before  the  committee.  It  is  my  privilege  to  serve  with  you  on  the 
Advisory  Commission  on  Intergovernmental  Relations,  where,  as  you 
well  know,  Governor,  we  have  been  up  and  down  on  this  subject  many, 
many  times.  Sometimes  we  are  together  and  sometimes  we  are  apart, 
but  I  think  always  we  are  looking  toward  constructive  solutions  to 
this  very  important  matter.  I  am  pleased  to  welcome  you  here  before 
the  committee. 

If  you  would  introduce  your  colleagues  at  the  table  for  the  record,  we 
would  very  much  appreciate  it. 

STATEMENT  OF  HON.  NELSON  A.  ROCKEFELLER,  GOVERNOR  OF 
THE  STATE  OF  NEW  YORK,  ALSO  IN  BEHALF  OF  COMMITTEE  ON 
HUMAN  RESOURCES,  NATIONAL  GOVERNORS'  CONFERENCE,  AC- 
COMPANIED BY  MARY  McANIFF,  BARRY  VAN  LARE,  AND 
RICHARD  L.  DUNHAM 

Governor  Rockefeller.  Thank  you  very  much,  Mr.  Chairman,  Mr. 
Vice  Chairman,  and  members  of  the  Ways  and  Means  Committee.  I 
appreciate  tremendously  this  invitation  to  appear  before  you. 

I  thank  my  friends  for  their  generous  comments  and  would  like  to 
express  my  appreciation  for  your  allowing  me  to  bring  with  me  the 
following :  Miss  Mary  McAnif f ,  Mr.  Barry  Van  Lare,  who  are  program 
associates  in  my  office  in  Albany,  and  Mr.  Dunham,  who  is  deputy 
budget  director  of  the  State. 

SUMMARY 

A.  As  the  National  Governors  Conference  has  recommended,  our  goal  should 
be  a  100%  federally  financed  welfare  system  with  adequate  standards  of  assist- 
tance  for  all  those  in  need. 

B.  The  President's  proposed  Family  Assistance  Act  contains  many  significant 
and  needed  improvements  in  the  present  welfare  system. 

It  recognizes  for  the  first  time  the  need  for  national  standards. 

It  provides  for  the  first  time  federal  financial  assistance  for  poor  families 
headed  by  a  working  father. 

It  includes  provisions  for  increased  training  and  day  care  services  as  well 
as  incentives  for  welfare  recipients  to  go  to  work. 

It  recognizes  the  need  for  greater  financial  participation  in  state  and  local 
co^ts  for  welfare  and  provides,  in  effect,  for  100%  federally  financed  assist- 
ance to  families  in  eight  states  at  the  end  of  five  years. 

C.  The  Family  Assistance  Program  is  a  workable  first  step  and  should  be 
adopted. 

D.  However,  the  proposed  Family  Assistance  Act  should  be  amended  to : 

Provide  for  a  staged  increase  in  both  assistance  standards  and  the  level 
of  Federal  financial  participation.  Such  a  phased  take-over  could  well  be 
accomplished  in  3-5  years  within  anticipated  federal  revenue  growth. 
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Provide  for  a  maximum  level  of  state  welfare  expenditures  (say,  85%  of 
current  fiscal  year)  and  for  automatic  cost  of  living  increases. 

E.  In  addition,  the  propsal  should  be  amended  ito  : 

Include  all  those  unable  to  earn  a  sufficient  income  so  that  childless 
couples  and  single  individuals  who  are  not  aged,  blind  or  disabled  would  be 
eligible  for  assistance. 

Provide  assistance  for  members  of  the  Armed  Forces  presently  excluded 
from  the  program. 

Provide  a  work  incentive  of  at  least  $80  a  month  and  a  maximum  on  the 
amount  of  earnings  to  be  exempted  so  that  no  supplementation  be  required 
once  income  reaches  one  and  one-half  times  the  poverty  level. 

Consideration  should  also  be  given  to  allowing  a  recipient  to  keep 
90%  or  more  of  his  earned  income  until  his  income  and  assistance  pay- 
ment bring  him  up  above  the  poverty  level. 
Apply  the  work  incentive  to  the  "working  poor"  with  appropriate  federal 
financial  participation. 

Restore  the  present  option  to  establish  the  $7.50  exemption  per  month  on 
unearned  income  of  the  aged,  blind  and  disabled. 

F.  To  help  individuals  meet  the  rapidly  rising  costs  of  health  care,  a  na- 
tional universal  health  insurance  program  should  be  enacted.  Such  a  program 
should  also  include  hospital  cost  control  measures. 

G.  Finally,  action  should  be  taken  as  quickly  as  possible  to  provide  a  $10p 
per  month  minimum  social  security  payment  ($150  for  a  husband  and  wife)', 
so  that  many  older  people  will  not  have  to  rely  on  welfare. 

We  are  discussing  a  highly  technical  subject  of  tremendous  human 
importance  with  significant  fiscal  implications  and,  therefore,  I  have 
the  experts  who  can  in  depth  answer  some  of  the  questions  which  I 
might  not  be  able  to. 

Mr.  Ullmax.  Governor,  we  are  more  than  happy  to  have  your  col- 
leagues here,  and  we  look  forward  very  much  to  receiving  your 
testimony. 

Governor  Rockefeller.  Thank  you. 

I  might  say,  if  I  might  say  just  an  informal  word  first,  that  the 
human  conceptual  and  fiscal  aspects  of  this  family  assistance  act  are 
tremendously  important. 

As  we  have  discussed,  Mr.  Chairman,  in  the  President's  Advisory 
Commission  on  Intergovernmental  Relations,  State  and  local  govern- 
ments in  this  country  are  facing  increasingly  serious  fiscal  crises. 

As  Mr.  Wurf ,  my  distinguished  predecessor  on  this  stand,  has  been 
saying,  there  are  a  large  number  of  serious  human  needs  that  have  not 
been  met  in  this  country.  We  have  the  resources  as  a  Nation  to  meet 
these.  I  think  that  in  discussing  this  wdiole  approach  of  the  President's 
we  have  to  keep  in  mind  the  relative  capacities  financially  of  the  dif- 
ferent levels  of  the  Government  to  cope  with  these  problems,  and  I 
must  say  that  as  wTe  talk  about  these  human  needs,  which  include  not 
only  poverty  but  actual  hunger  in  this  country,  I  am  somewhat  con- 
cerned when  the  Federal  Government  collects  64  percent  of  all  the 
taxes  to  see  the  Congress  talking  about  tax  cuts  when  we  haven't  met 
these  needs. 

But  that  is  collateral  to  the  testimony,  so  I  just  wanted  to  set  the 
stage  by  mentioning  that. 

I  am  delighted  with  this  opportunity  to  appear  before  this  commit- 
tee today.  My  testimony  will  include  my  views  as  Governor  of  NewT 
York  and,  in  some  cases,  as  the  Chairman  of  the  Committee  on  Human 
Resources,  the  position  of  the  National  Govvernors'  Conference  with 
respect  to  the  vital  legislation  before  you. 
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First,  I  would  like  to  comment  on  the  administration's  family  assis- 
tance plan.  The  President's  proposal  may  well  be  the  most  significant 
Federal  domestic  legislation  put  forward  in  a  generation. 

This  proposal  gets  right  to  the  basic  failings  of  the  present  system 
of  welfare — the  State-to- State  inequities,  the  failure  to  help  the  work- 
ing poor,  and  the  disruption  of  family  life  fostered  by  the  present  law. 
Those  are  the  three  areas  which,  in  my  opinion,  are  the  most  serious. 
The  proposed  family  assistance  program  is  a  workable  first  step  and  I 
support  it. 

My  comments  today,  therefore,  are  not  intended  to  detract  from  the 
worthiness  of  the  administration's  proposal,  but,  hopefully,  to  make  it 
even  more  effective  for  those  it  is  intended  to  help  and  for  all  the  States 
and  local  governments  concerned. 

1.  COVERAGE 

A.  C hildless  couples  and  single  individuals 

The  administration  proposal  presently  excludes  poor  families  with- 
out children  and  single  individuals  who  are  not  aged,  blind  or  dis- 
abled. These  people  are  excluded  whether  they  are  employed  or  unem- 
ployed. In  New  York,  for  example,  some  93,000  poor  persons,  many 
of  whom  are  employed,  would  be  excluded  from  Federal  benefits.  This 
inequity  should  be  removed. 

B.  Foster  children 

Federal  assistance  should  also  be  provided  for  the  cost  of  maintain- 
ing children  placed  in  foster  care.  In  New  York,  we  spend  $130  mil- 
lion for  such  care  presently  and  get  back  only  $3  million  in  Federal  aid. 
Secretary  Finch  has  indicated  that  there  will  be  new  proposals  regard- 
ing foster  care.  I  believe  that  50  percent  Federal  aid  of  the  cost  of 
foster  care  is  in  order. 

C.  Servicemen's  families 

Any  public  assistance  now  paid  to  servicemen's  families  is  a  100- 
percent  State  and  local  cost.  The  Federal  Government  should  either 
help  meet  these  costs  or  raise  servicemen's  salaries  to  a  level  where 
welfare  assistance  is  unnecessary. 

2.  WORK  INCENTIVES 

The  inclusion  of  work  incentives  is  one  of  the  most  commendable 
aspects  of  the  family  assistance  plan. 

A.  Need  to  increase  exempt  earnings 

However,  as  presently  written,  the  proposal  could  yield  a  working 
family  of  four  in  New  York  City  $160  less  than  it  can  now  get  under 
our  present  work  incentive  plan  due  to  the  elimination  of  a  sliding 
scale  of  exemptions  for  actual  work  related  expenses.  This  inequity 
could  be  corrected  if  the  administration  program  increased  to  $80 
monthly  the  amount  of  income  to  be  exempted  in  computing  family 
assistance. 

Consideration  should  also  be  given  to  allow  a  recipient  to  keep  90  per- 
cent or  more  of  his  earned  income  until  his  income  and  assistance  pay- 
ment bring  above  the  poverty  level. 
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B.  Need  to  include  working  poor 

There  are  also  other  inconsistencies  in  the  work  incentive  program 
due  to  the  fact  that  the  work  incentive  does  not  apply  to  the  "working 
poor."  For  example,  a  family  headed  by  a  working  female  might  get 
$2,080  in  family  assistance,  but  a  family  headed  by  a  working  male, 
only  $460.  This  needs  rectification. 

Under  the  present  terms  of  the  administration's  proposal,  and  I  think 
this  point  is  very  important,  someone  working  at  a  marginal  job  might 
be  better  off  to  quit  work  for  awhile  in  order  to  qualify  for  the  higher 
benefits  possible  under  the  work  incentive  program. 

In  other  words,  if  he  goes  on  relief  and  then  starts  from  there  to  get 
a  job,  he  is  going  to  be  a  lot  better  off.  These  inconsistencies  could  be 
corrected  if  the  working  poor  were  included  under  the  work  incentive 
plan  with  appropriate  Federal  financial  support. 

C.  National  maximum  on  exempt  earnings 

I  urge  a  national  maximum  on  earnings  to  be  exempted  from  benefit 
considerations  with  no  supplementation  required  once  income,  for  a 
family  of  four,  reaches  iy2  times  the  poverty  level. 

Under  this  plan  of  the  President's  one  could  go  with  supplemental 
assistance  up  to  $6,400  per  year,  but  if  you  followed  the  suggestion  I 
just  made,  the  proposal  would  be  limited  to  $5,500,  which  is  iy2  times 
the  poverty  level.  Then  it  would  shift  with  the  poverty  adjustments. 

3.  INEQUITIES    BETWEEN    FAMILY   ASSISTANCE   AND    CURRENT  WELFARE 

CATEGORIES 

There  are  serious  inconsistencies  between  the  amounts  proposed  by 
the  administration  under  programs  of  aid  to  the  aged,  blind  and  dis- 
abled, and  the  amount  of  Federal  aid  to  be  paid  under  the  family 
assistance  plan. 

For  example,  under  the  proposed  new  program  for  the  aged,  blind 
and  disabled,  a  two-person  family  is  guaranteed  a  minimum  assistance 
payment  of  $2,160.  However,  under  the  family  assistance  program, 
only  $1,000  is  provided  for  a  two-person  family.  In  fact,  the  family 
assistance  program  will  guarantee  a  similar  level  of  payment  only 
when  the  family  size  reaches  six.  In  other  words,  you  have  to  have 
six  under  family  assistance  to  get  $2,160. 

Logic  argues  for  one  simple  assistance  category  for  the  needy  with 
equal  standards  and  Federal  support,  or,  at  least,  continuation  of  the 
current  uniform  Federal  share  m  all  welfare  categories. 

4.  EXCLUDING  UNEARNED  INCOME 

The  administration  proposal  eliminates  the  discretion  to  exclude 
$7.50  per  month  of  unearned  income  in  benefit  computation  for  the 
aged,  blind  and  disabled.  I  recommend  that  the  option  to  include  this 
modest  exemption  be  restored. 

5.  WORK  REQUIREMENTS 

Under  the  administration  program,  mothers,  all  of  whose  children 
are  over  age  6,  receiving  family  assistance,  would  be  required  to  register 
for  work  or  training.  While  the  real  limits  on  employment  relate  to  the 
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availability  of  jobs  and  good  day  care,  I  support  the  concept  of  requir- 
ing welfare  recipients  to  register  for  work  and  training  as  long  as 
adequate  provision  is  made  to  insure  that,  in  a  particular  case,  work  is 
in  both  the  family's  and  the  State's  long-range  interest. 

This  would  permit  the  opportunity  to  determine  whether  there  are 
good  day  care  centers  available  and  jobs  available.  Otherwise,  mothers 
will  be  registering  every  2  weeks,  and  there  are  presently  1,200  mothers 
who  would  have  to  register  nationwide  with  no  facilities. 

6.  MEDICAID 

The  present  bill  discriminates  between  the  working  poor  and  other 
welfare  recipients  regarding  medicaid  coverage.  This  inequity  should 
be  removed  and  adequate  Federal  support  should  be  provided. 

Even  with  such  an  improvement  the  present  limitation  of  medicaid 
to  families  with  income  one-third  above  the  poverty  level  excludes 
many  families  that  can  be  financially  shattered  by  basic  medical  costs. 

A  National  Universal  Health  Insurance  program,  which  was  sup- 
ported by  the  Governors  at  their  conference  this  year,  is  the  only 
fiscally  sound  answer  to  meet  the  nation's  medical  needs  of  all 
Americans. 

7.  DAY  CARE 

The  availability  of  clay  care  is  vital  to  shifting  people  from  welfare 
to  work.  The  Federal  Government  should  develop  an  aid  program  for 
the  construction  of  day  care  centers.  We  have  taken  a  first  step  in  New 
York  through  a  $50  million  loan  program.  But,  much  more  remains  to 
be  clone.  In  New  York  alone  we  need  250,000  day  care  places  in  order 
to  free  73,000  parents  for  work.  These  centers  would  cost  a  total  for 
construction  of  about  $500  million,  and  the  new  bill  of  the  President's 
provides  funds  just  to  fix  up  existing  centers  but  not  build  new  ones. 

8.  ADMINISTRATIVE  DISCRETION   OF  HEW 

A.  Excessive  delegated  authority 

The  President's  proposal  contains  over  110  delegations  of  authority 
to  the  Secretary  of  Health,  Eduaction,  and  Welfare  many  of  which 
affect  the  financial  impact  of  the  program  on  the  States.  While  adminis- 
trative flexibility  is  vital,  I  urge  that  the  limits  and  extent  of  Federal 
financial  participation  ought  to  be  spelled  out  clearly  in  the  legislation. 

B.  Full  federal  financing  of  administration 

Since  the  Family  Assistance  Plan  will  require  Federal  determina- 
tion of  eligibility,  and  since  eligibility  is  the  largest  single  cost  of 
administration,  administrative  costs  ought  also  to  be  100  percent 
financed  by  the  Federal  Government. 

9.  FISCAL  RECOMMENDATIONS 

While  the  concepts  of  the  Family  Assistance  Plan  are  laudable,  in  its 
present  form,  it  offers  little  continuing  financial  relief  to  hard-pressed 
urban  States. 

A.  Total  takeover 

A  phased  assumption  by  the  Federal  Government  of  State  and  local 
welfare  expenditures  over  the  next  3  to  5  years  should  give  genuine 
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and  desperately  needed  relief  to  State  and  local  governments  so 
that  they  can  meet  other  pressing  needs  snch  as  education  and  public 
safety.  The  National  Governors'  Conference  has  endorsed  this  proposal 
for  a  phased  takeover  of  the  total  cost  of  welfare. 

The  bill  introduced  in  the  Congress  by  Senator  Charles  Goodell  and 
Representative  Barber  Conable  some  months  ago,  on  my  behalf,  would 
achieve  this  objective.  This  is  a  simple  concept.  This  bill  recognizes 
that  welfare  has  become  a  national  problem.  It  would  eliminate  all 
existing  welfare  categories  and  would  provide  assistance  to  all  in- 
dividuals and  families  sufficient  to  bring  them  up  to  the  poverty  level. 

The  proposed  Family  Assistance  Plan  would  amount  to  a  virtual 
takeover  of  family  assistance  costs  for  five  States  within  5  years.  It 
offers  no  such  relief  for  the  hardpressed  larger  States  that  are  doing 
the  most  for  their  needy. 

B .  85-percent  "save  harmless*' 

The  proposed  Family  Assistance  Act  provides  for  no  Federal  par- 
ticipation in  increases  above  the  level  of  payments  on  July  1, 1969.  Uiif 
fortunately,  the  cost  of  living  can't  be  so  neatly  controlled  by  ad- 
ministrative fiat  and  the  States  will  be  forced  to  act  on  their  own,  and 
I  would  like  to  just  give  you  an  illustration,  Mr.  Chairman,  there,  if  I 

Under  the  administration  proposal,  New  York  State,  which  is  now 
spending  $880  million  and  matched  by  local  government  the  com- 
parable amount,  would  get  a  saving  of  $80  million  the  first  year,  but 
we  are  faced,  and  it  is  now  under  consideration  by  the  Board  of  Social 
Welfare,  with  a  cost  of  living  increase  of  approximately  10  percent. 
This  would  involve  $160  million  increased  cost. 

Under  the  present  plan  that  is  now  operative,  we  would  put  up  $10 
million,  local  government  $10  million,  and  the  Federal  Government 
$80  million. 

Under  the  new  plan  of  the  President's,  the  Federal  Government 
wouldn't  pick  up  any  of  this  and  it  would  cost  the  State  $80  million  and 
the  local  government  $80  million,  so  that  it  is  possible  that  within  a 
year  this  new  plan,  if  it  were  adopted  as  the  President  presented  it, 
would  actually  cost  New  York  State  $160  million,  or  the  State  alone 
$160  million  more,  but  we  would  get  a  saving  under  the  present  plan 
of  $80  million.  It  would  be  a  net  increase  to  us  of  $80  million. 

So  that,  from  a  financial  point  of  view,  as  far  as  the  big  industrial 
States  are  concerned,  this  plan  does  not  help  in  sharing  the  cost. 

Based  on  current  projections,  and  even  counting  the  90-percent  "save 
harmless"  feature  of  the  administration  proposal,  our  projected  public 
assistance  costs  in  New  York  State  will  increase  by  $275  million  by 
1975. 

That  is  taking  the  10  percent  that  I  mentioned  and  projecting  the 
additional  cost  of  living  and  additional  welfare  population,  so  we 
would  have  a  $275  million  increase. 

I  recommend  that  the  State's  share  of  public  assistance  costs  be 
limited  to  85  percent  of  its  current  expenditures,  and  that  the  Federal 
Government  finance  cost-of-living  increases  and  increased  careload. 

These  changes  would  provide  genuine  financial  relief  to  all  the 
States. 
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10.  SOCIAL  SECURITY  AMENDMENTS 

A.  Transfer  categories  to  social  security 

To  improve  administrative  efficiency,  and  the  sense  of  human  dignity 
for  all  those  who  are  beneficiaries  of  payments  to  the  aged,  disabled 
and  blind,  I  would  like  to  recommend  that  these  payments  be  handled 
through  the  social  security  system  by  setting  up  a  separate  fund  and 
appropriations  made  to  that  fund  by  the  Federal  Government.  It 
would  simplify  administrative  procedures  and  also  would  give  a 
greater  sense  of  dignity  to  those  people. 

B .  Ext  ens  io  n  of  m  ed  icare 

Medicare  ought  to  be  extended  to  persons  receiving  aid  to  the 
disabled. 

C.  Increased  benefit 

The  minimum  social  security  benefit  ought  to  be  increased  to  $100 
monthly  for  an  individual  and  $150  for  a  couple,  to  reflect  the  realistic 
costs  of  living  for  the  aged. 

Summary  of  welfare  recommendations : 

The  President's  proposal,  in  conclusion,  is  a  workable  first  step.  It 
should  be  adopted.  However,  the  proposal  can  be  significantly 
strengthened  by — 

(1)  Providing  for  a  gradual  but  complete  Federal  takeover  of 
welfare  costs  and  for  adequate  national  standards  of  assistance. 

(2)  Keeping  maximum  State  expenditures  at  So  percent  of 
current  costs. 

(3)  Providing  for  federally  financed  cost  of  living  increases  in 
benefits. 

These  recommendations  will  require  more  Federal  expenditure.  But 
let's  bear  in  mind  that  Federal  revenues  are  growing  rapidly,  and  that 
the  Federal  Government  collects  64  percent  of  all  the  taxes.  By  1976. 
these  Federal  revenues  will  be  up  by  over  §100  million  under  the 
present  tax  structure. 

Now,  need  for  action  now : 

The  current  welfare  situation  confronts  the  United  States  with 
extremely  serious  problems  as  a  society  and  they  are  in  existence 
throughout  our  country,  serious  hunger  and  poverty.  There  are  incon- 
sistencies in  the  present  welfare  program.  The  person  who  works  but 
earns  little  gets  no  help.  The  person  who  earns  nothing  may  be  eligible 
for  public  assistance. 

The  present  welfare  program  encourages  family  disintegration.  The 
"man  in  the  house"  welfare  rule  has  probably  broken  as  many  homes 
as  poverty  itself. 

The  present  system  allows  gross  inequities.  Aid  to  dependent  chil- 
dren for  a  family  of  four  ranges  from  $55  in  Mississippi  to  §332  a 
month  in  Xe w  J ersey . 
_  The  State  and  local  governments  cannot  meet  the  financial  respon- 
sibility. The  Nation's  welfare  bill  has  jumped  on  an  average  of  over 
8600  million  a  year  every  year  for  the  past  decade.  It  is  expected  to 
double  again  by  1975. 

It  is  time  for  a  national  stocktaking,  a  reordering  of  our  priorities 
as  a  Xation,  a  placing  of  first  things  first. 
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One  of  the  towering  problems  we  face  is  to  meet  the  needs  of  the 
poor  of  this  country  on  a  more  rational  basis  than  the  present  out- 
moded, illogical,  inadequate,  expensive,  and  inefficient  welfare 
program. 

The  President  has  pointed  the  way.  His  program  with  the  recom- 
mendations suggested  here  today,  if  they  were  added,  would  go  far 
toward  correcting  the  enormous  failings  of  the  present  welfare  sys- 
tem and  set  this  Nation  on  a  path  of  humane,  rational,  hopeful  assist- 
ance for  its  least  fortunate  citizens. 

Thank  you,  sir. 

Mr.  Ullman.  Thank  you,  Governor. 
Are  there  any  questions? 
Mr.  Schneebeli  ? 

Mr.  Schneebeli.  Governor  Rockefeller,  you  have  given  us  a  lot 
to  think  about,  particularly  financially  and  fiscally.  There  is  one 
problem  here  on  day-care  centers  under  item  7  that  you  have  outlined. 
You  say  the  Federal  Government  should  develop  an  aid  program  for 
the  construction  of  day-care  centers. 

Earlier  this  week,  we  had  a  representative  of  a  day-care  center 
association  with  us,  and  he  told  us  that  presently  there  are  3.8  million, 
3,800,000  working  mothers  and  the  President's  proposal  would  add 
another  450,000.  That  makes  41/4  million  working  mothers  for  which 
we  now  have  available  only  500,000  day-care  places  for  this  need 
of  4%  million. 

Now,  you  say  that  in  order  to  bring  New  York  State  up  to  date,  it 
would  cost  probably  $500  million  for  facilities. 
Governor  Rockefeller.  Right. 

Mr.  Schneebeli.  To  do  this,  naturally,  would  be  a  tremendous  

Governor  Rockefeller.  Ten  times. 

Mr.  Schneebeli.  Yes. 

Governor  Rockefeller.  $5  billion. 

Mr.  Schneebeli.  $5  billion,  and  I  don't  know  that  we  can  go  forth 
with  a  very  logical  program  unless  we  have  the  facilities  to  take  care 
of  these  people.  We  can't  operate  a  program  if  we  don't  have  the 
facilities  with  which  to  accommodate  the  day-care  center  needs,  so  I 
would  think  that  this  $5  billion  should  be  considered  at  the  same  time 
we  think  of  the  operating  cost  because  it  seems  to  me  the  first  problem 
is  to  make  the  spaces  available  and  I  think  we  should  underline  the  cost 
of  this  one  area  alone. 

Governor  Rockefeller.  Herm,  I  agree  with  you,  and  we  are  trying 
a  supplemental  program  of  making  low-cost  money  available  to  local 
communities  for  the  construction  of  day-care  centers.  We  have  a  $50 
million  program  now  and  communities  are  taking  advantage  of  this, 
and  we  can  extend  it.  We  sell  bonds  to  the  public  secured  by  the 
local  community,  whether  it  is  a  public  or  private  institution,  paid 
back  over  a  period  of  years. 

It  seems  to  me  that  this  is  so  important  not  only  to  help  them  make 
it  possible  for  the  parents,  the  mother,  well,  in  some  cases  the  father, 
to  go  to  work,  but  also  it  puts  the  children  in  an  environment  and 
under  guided  care  at  a  point  in  life  which  is  essential  if  they  are  going 
to  get  the  kind  of  background  training  and  orientation  which  will  pre- 
pare them  to  take  advantage  of  schooling  opportunities. 

So  that,  as  a  national  objective,  I  think  it  is  a  very  important  and 
worthwhile  approach. 
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Mr.  Schneebeli.  I  agree  with  you. 

This  is  only  one  facet  of  the  whole  problem. 

Governor  Rockefeller.  Right. 

Mr.  Schneebeli.  And  if  merely  providing  facilities  for  day-care 
centers  is  going  to  cost  $5  billion,  have  you  put  any  price  tag  on  the 
rest  of  the  program  that  you  recommend  to  us  here?.  Have  you  any 
accumulated  total  cost  ? 

Governor  Rockefeller.  We  estimated  total  annual  costs  under  the 
full  takeover  by  the  Federal  Government,  bringing  people  up  to  a 
poverty  level  income,  of  $15  billion  a  year  by  the  year,  a  4-year  period, 
so  it  is  about  1974. 

Mr.  Schneebeli.  $15  billion  a  year  by  1974? 

Governor  Rockefeller.  Right. 

Mr.  Schneebeli.  And  as  the  President  proposed  this,  was  there  any 
division  between  the  States  and  the  Federal  Government,  as  proposed, 
or  was  this  rather  vague  ? 

Governor  Rockefeller.  This  was  my  proposal,  that  the  complete 
Federal  takeover  bringing  everybody's  income  to  the  poverty  level, 
depending  on  what  their  circumstances  were,  but  they  would  be  sup- 
plemented, their  earnings,  or  whatnot. 

Mr.  Schneebeli.  On  the  President's  proposal,  have  you  made  any 
analysis  of  how  it  would  break  down  between  Federal  and  State  cost? 

Governor  Rockefeller.  The  President's  proposal,  as  he  has  proposed 
it,  by  the  year  1976  would  be  $7  billion. 

Mr.  Schneebeli.  $7  billion  ? 

Governor  Rockefeller.  Yes. 

Mr.  Schneebeli.  About  one-half  of  your  proposal  ? 
Governor  Rockefeller.  That  is  right. 

Mr.  Schneebeli.  And  how  would  that  be  divided  between  the  Fed- 
eral and  State  Governments  ? 
Governor  Rockefeller.  55-45. 
Mr.  Schneebeli.  55  Federal? 

Governor  Rockefeller.  Fifty-five  Federal,  $7  billion ;  45 — you  are  a 
good  mathematician,  always  were,  so  you  can  figure  what  the  other  45 
would  be. 

Mr.  Schneebeli.  This  would  place  quite  an  additional  burden  on 
our  States  which  are  presently  in  a  financially  precarious  position. 
That  is  rather  an  understatement. 

Governor  Rockefeller.  You  mean  the  President's  new  program? 

Mr.  Schneebeli.  Yes,  would  create  quite  a  burden  as  proposed,  an 
additional  burden  to  the  States. 

Governor  Rockefeller.  Well  

Mr.  Schneebeli.  Forty-five  percent  of  $7  billion  is  

Governor  Rockefeller.  It  does,  but  the  President's  proposal,  the 
first  crack  out  of  the  box,  would  put  11  million  people  on  welfare 
assistance  at  a  minimum  of  $1,600  and,  believe  me,  the}'  deserve  to  get 
that  help  and  it  is  a  crime  that  they  are  not  getting  it  at  the  present 
time.  We  have  11  million  people  on  and  there  are  11  million  people 
more  who  are  entitled  to  some  help  at  levels  that  give  them  a  pos- 
sibility of  surviving  under  modicum  conditions  of  decency. 

What  you  have  today  is  you  have  the  eligibility  standards  left  to 
the  States.  Some  States  are  trying  to  fulfil]  their  responsibility  to 
their  people.  Other  States,  either  because  they  haven't  got  the  money 
or  for  other  reasons,  have  not  done  it. 
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We  were  discussing  this  question  in  that  intergovernmental  relations 
commission.  The  question  is  who  has  a  responsibility  to  see  that  no- 
body in  this  country  starves  or  is  actually  suffering  from  hunger  and 
privation,  and  if  the  State  doesn't  do  it  then  I  think  the  Federal 
Government  has  the  responsibility. 

Now,  if  you  take  the  growth  of  revenue  under  existing  taxes,  there 
ought  to  be  in  the  neighborhood  of  $15  billion  this  vear.  That  is  1 
year's  growth. 

If  we  set  aside  a  percentage  of  that  growth  to  meet  some  of  these 
problems,  35,  40  percent,  and  if  we  didn't  take  from  the  space  program 
or  any  of  these  other  important  programs  at  the  present  time,  I  think 
we  can  meet  these  and  some  of  our  other  problems  in  the  core  areas  of 
our  cities  and  do  it  on  a  basis  that  is  in  the  tradition  of  this  country 
of  its  deep  concern  for  human  values,  human  dignity,  and  the  oppor- 
tunity of  all  our  citizens. 

Mr.  Schneebeli.  The  President  has  a  corollary  program  of  tax  shar- 
ing with  the  States  starting  at  $500  million  and  by  1974, 1  think,  would 
amount  to  $5  billion  a  year. 

Governor  Rockefeller.  Right. 

Mr.  Schneebeli.  And  on  the  basis  of  our  fiscal  discussions  here  $5 
billion  probably  wouldn't  be  enough  to  pay  for  this  total  program  that 
you  have  in  mind,  correct  ? 

Governor  Rockefeller.  The  President's  program  by  1976  would 
total  $12  billion  additional  money  to  State  and  local  governments  for 
welfare — $7  billion  on  welfare,  $5  billion  on  sharing — so  it  is  a  total 
of  $12  billion. 

Our  estimates  range  from  $100  to  $125  billion  for  Federal  revenue 
that  year. 

Now,  that  is  if  you  don't  cut  the  taxes.  But  that  would  mean  that 
these  two  programs  of  the  President's  involve  about  10  percent  of 
growth  of  Federal  revenue,  and  I  just  think,  frankly,  that  with  the 
Federal  Government  collecting  64  percent  of  the  taxes  we  cannot  meet 
our  problems  nationwide  in  poverty,  in  deteriorated  core  areas  of  our 
cities,  and  in  the  other  necessary  services  to  the  people. 

Mr.  Schneebeli.  You  say  $125  billion  gross  revenue  Federal  or 
gross  GNP  % 

Governor  Rockefeller.  No;  Federal  revenue,  between  $100  and 
$125  billion.  These  are  based  on  Brookings  figures. 

If  you  take  a  growth  this  year  of  about  $15  billion  in  revenue  under 
existing  taxes  without  the  surcharge,  by  1976  that  growth  will  be  run- 
ning about  $20  billion,  assuming  our  economy  keeps  on  growing.  The 
Federal  Government  collects  93  percent  of  all  the  income  taxes,  so  you 
have  the  fast-growing  tax. 

Now,  you  could  very  easily  make  a  case ;  if  the  Federal  Government 
cuts  back  on  taxes  the  States  could  pick  it  up  and,  therefore,  this 
would  be  all  right,  but  I  would  like  to,  if  I  may,  cite  my  brother's 
problem,  who  is  Governor  of  the  State  of  Arkansas.  They'  don't  have 
enough  money  to  match  the  Federal  programs  now.  He  recommended 
$90  million  of  new  taxes,  which  he  felt  were  completely  justified,  and 
essential.  What  did  he  get — $6  million  of  new  taxes  ? 

Now,  you  then  get  the  situation  where  those  States  who  are  trying 
to  meet  their  citizens'  problems  and  help  them  are  penalized  because 
of  taxation.  We  just  had  a  case  of  wherein  one  of  our  largest  corpora- 
tions, and  most  prominent  and  most  successful,  Xerox  in  Rochester, 
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N.Y.,  the  200  top  executives  just  moved  out  of  our  State  because  of 
our  income  tax  and  went  to  Connecticut  where  they  have  no  income  tax. 
Ours  is  a  progressive  rate  up  to  14  percent. 

So  you  have  a  situation  where  those  States  who  try  to  meet  their 
problems  put  on  the  taxes  to  do  it  and  then  lose  industry  and  job- 
giving  activities  to  States  who  don't  meet  their  social  responsibilities. 
This  is  a  very  serious  situation  for  the  future  of  America. 

Mr.  Schxeebeli.  Perhaps  in  this  discussion  I  should  not  probably 
mention  that  our  State  is  having  a  difficult  time  as  well. 

Governor,  it  is  very  obvious  you  have  come  very  well  prepared 
and  know  what  you  are  talking  about.  We  appreciate  very  much  the 
specific  solutions  or  approaches  that  you  have  given  us  in  a  very 
short  discussion  here.  It  is  a  tremendous  statement,  I  think,  and  it 
is  going  to  give  us  a  lot  to  think  about  and  whether  the  committee 
goes  along  with  all  of  your  thoughts  or  not,  at  least  we  appreciate 
your  splendid  discussion  here. 

Governor  Rockefeller.  I  appreciate  the  opportunity  of  being  here. 

Mr.  Schneebeli.  Thank  you. 

Mr.  Ullmax.  Mr.  Burke? 

Mr.  Burke.  Governor,  the  other  day  we  had  testimony  before  the 
committee  that  indicated  that  in  New  York  State  the  children  on 
AFDC  were  allowed,  I  believe,  $0.66  a  day  for  food.  I  was  wondering 
if  you  or  some  of  your  staff  could  clarify  exactly  what  they  were 
allowed.  That  seemed  to  be  a  very  low  amount  of  money  and  was 
shocking  information. 

Governor  Rockefeller.  Technically,  that  would  be  correct  undei 
the  Avay  the  statistics  are  handled,  and  perhaps,  Mr.  Burke,  you  can 
understand  more  why  we  are  trying  to  get  food  stamps  and  surplu? 
foods  for  our  entire  State.  We  would  like  to  get  about  $100  million 
worth  of  food  stamp  food  and  surplus  products  to  supplement  the 
food  requirements,  and  we  have  applied  and  the  funds  aren't  available. 

Mr.  Burke.  Possibly  you  can  prevail  upon  the  President  in  his 
budget  to  put  that  recommendation  into  the  budget.  It  might  be  help- 
ful in  getting  the  authorization. 

Governor  Rockefeller.  Mr.  Burke,  that  family-of-four  income  in 
New  York  City  is  $3,456  per  year.  Now,  in  the  way  they  break  this 
down  on  rent,  clothing,  and  everything,  they  have  broken  it  down  with 
66  cents  a  day  per  person,  but  if  you  take  the  figure  of  $3,456, 1  think 
you  get  a  little  more  accurate  reflection,  because  we  are  taking  that 
figure  against  a  Federal  minimum  in  the  President's  recommendation 
of  $1,600. 

Mr.  Burke.  I  have  always  felt  that  New  York  had  a  very  liberal 
program  as  far  as  welfare  was  concerned,  and  I  would  hope  that  it 
would  be  able  to  get  more  money  for  food  stamps  and  raise  up  that 
level  of  allowance  on  food  for  an  individual  because,  certainly,  in 
these  days  with  all  the  problems  we  have  if  a  child  isn't  properly  fed 
he  can't  advance  in  the  school. 

Governor  Rockefeller.  You  are  absolutely  right,  sir. 

Mr.  Burke.  That  is  all,  Mr.  Chairman. 

Mr.  Ullman".  Mr.  Conable  ? 

Mr.  Cox  able.  I  would  like  to  compliment  you,  also,  on  the  specificity 
of  your  remarks  here.  We  get  very  hopeful  requests  for  improvement 
but  many  of  them  are  expressed  in  terms  of  results  to  look  for. 
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You  have  given  us  some  very  specific  suggestions  here.  Would  you 
be  in  a  position  to  speculate  what  is  likely  to  happen  to  welfare  costs 
in  New  York  State  if  there  is  no  change  in  the  welfare  law?  What 
direction  are  we  headed  in  our  State  and  what  is  likely  to  happen  in 
terms  of  local  government  and  State  government  if  we  don't  face 
up  to  this  problem  in  some  way,  either  through  the  President's  pro- 
gram or  through  some  refinement  of  the  President's  program? 

Governor  Rockefeller.  Well,  I  think  I  can  give  it  in  two  ways: 
One,  when  I  took  office  the  total  expenditures  were  around  $170 
million.  This  year,  10  years  later,  they  are  $880  million.  Last  year 
we  had  an  overrun  of  budgeted  expenditures  of  $178  million,  which 
was  more  than  the  total  cost  the  first  year. 

Now,  the  Federal  Government  and  the  State  have  been  investigating 
the  situation  in  NewT  York  City  where  more  than  two-thirds  of  the 
expenditures  are  and  there  has  been  evidence  of  people  being  on  the 
rolls  who  are  not  entitled  to,  getting  more  money  than  they  are  en- 
titled to.  The  estimates  as  to  what  that  was  vary  considerably,  but  the 
problem  of  administration  is  a  very  serious  one. 

Mr.  Conable.  Isn't  it  true  that  there  has  had  to  be  a  cutback 
actually  in  benefits  to  recipients  in  our  State  rather  than  the  increase 
that  has  been  rather  more  typical  at  these  times  of  rising  costs  ?  Hasn't 
the  cutback  created  serious  problems  for  you? 

Governor  Rockefeller.  Well,  it  has  and  everybody  focused  on  the 
cutbacks,  5  percent  cut  in  last  year's  budget.  That  was  not  an 
actual  cut  from  the  year  before.  It  was  a  cut  from  the  requests  as 
allowed  by  the  executive  branch  in  presenting  the  budget  to  the 
legislature,  but  in  actual  fact  New  York  State's  expenditures  this 
current  year  are  up  $900  million  over  the  previous  year.  That  is 
the  highest  increase  in  expenditures  of  any  State  any  year,  and  yet 
we  had  to  cut  back  5  percent  across  the  board  because  we  just  couldn't 
meet  the  needs. 

We  give  64  cents  of  every  dollar  we  collect  as  a  State  back  to  the 
local  government,  for  the  schools  and  for  welfare. 

But  to  put  it  another  way,  welfare  costs  have  been  doubling  every 
4  years  and  school  costs  doubling  every  6  years  and,  frankly,  we  cannot, 
and  it  is  just  as  simple  as  that,  keep  up  that  rate  of  increase  of 
improved  service  from  State  and  local  taxes  when  the  Federal  Govern- 
ment gets  64  percent  of  the  revenue.  We  have  reached  a  point  where 
New  York  State  has  the  highest  tax  effort,  State  and  local  combined, 
of  any  State  in  the  Nation,  and  to  go  further  we  are  going  to  seriously 
prejudice  our  competitive  position  with  other  States  for  job-creating 
business  and  industry  and  then  we  are  going  to  swell  our  welfare 
rolls  because  of  lack  of  employment. 

Mr.  Conable.  What  about  the  mobility  of  the  underprivileged? 
Do  you  see  any  advantages  in  the  President's  plan  as  a  result  of  the 
Federal  floor  under  welfare  that  he  is  proposing?  Will  this  tend  to 
reduce  the  inflow  of  potential  welfare  recipients  in  New  York?  Do 
you  see  any  long-term  benefits,  in  other  words,  that  might  not  be 
immediately  reflected  in  the  figures  ? 

Governor  Rockefeller.  Well,  I  think  it  is  a  tragedy  for  citizens 
of  the  United  States  to  have  to  move  to  get  enough  money  to  feed 
their  children,  clothing  money,  and  so  forth,  from  one  State  to  another, 
and  I  have  felt,  and  this  is  a  question  of  discussion,  that  there  should 
be  Federal  minimum  standards  for  welfare.  In  fact,  I  would  go  one 
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further.  I  would  just  make  Federal  welfare  standards  with  adjust- 
ments for  cost  of  living  by  different  areas  because  they  are  all  Ameri- 
can citizens,  they  are  all  entitled  to  help,  and  the  incentive  to  work, 
and  the  incentive  to  keep  the  family  together,  and  I  think  they  are 
entitled,  also,  to  a  good  education  and  to  decent  medical  care. 

Now,  if  we  can  accomplish  that,  then  the  amount  of  money  we  are 
talking  about  relative  to  total  budget  and  to  the  growth  is  not  a  large 
figure.  It  is  doable  in  our  society  and  I  think  it  is  a  must. 

Mr.  Coxable.  Certainly  I  appreciate  your  support  of  the  Presi- 
dents program  as  expressed  in  .your  statement  and  I  think  that  it  is 
entirely  appropriate  to  be  pointing  out  that  there  is  an  improvement 
in  the  rational  long-term  pattern  of  dealing  with  our  underprivileged 
expressed  in  the  President's  proposal.  But  if  I  were  to  summarize  your 
testimony,  your  major  concern  would  be  that  we  have  to  survive  in 
the  short  term  in  order  to  achieve  any  long-term  benefits  from  a  more 
rational  welfare  proposal.  You  have  some  very  serious  short-term 
problems  in  New  York  State  that  are  the  result  of  your  having 
accepted  a  substantial  degree  of  responsibility  there  relative  to  many 
other  States  that  have  not. 

Is  that  not  correct  ? 

Governor  Rockefeller.  That  is  correct,  Barber,  but  this  same  prob- 
lem is  now  catching  up  with  the  other  States.  We  are  a  little  ahead  of 
them  on  leadtime,  but  Congressman  Schneebeli  has  also  mentioned  the 
fact  that  Pennsylvania  is  now  caught  in  a  bind. 

Maybe  I  won't  get  to  the  figure  but  I  know  what  the  figure  is,  and 
it  is  a  very  large  figure.  They  are  going  to  run  into  a  deficit.  But  this  is 
also  true  in  Arkansas  that  I  mentioned  before.  All  of  these  States  now 
are  finding  that  they  have  to  render  these  services,  they  have  to  edu- 
cate their  children,  the  costs  are  going  up,  and  the  Federal  Govern- 
ment is  taking  64  percent  of  the  taxes.  In  other  words,  we  have  to  get 
the  money  where  the  problems  are.  I  know  you  have  lots  of  problems 
in  Washington,  but  I  think  as  you  look  down  the  road  if  we  have  a 
collapse  of  the  federal  system  and  a  loss  of  confidence  on  the  part  of 
the  people  in  local  government  or  in  State  government  it  could  be  very 
serious  to  the  interest  of  our  country. 

Mr.  Ullman.  Mr.  Gilbert? 

Mr.  Gilbert.  Governor,  I  would  like  to  compliment  you  on  jour 
statement. 

Recently,  Governor,  I  have  received  a  tremendous  amount  of  mail, 
copies  of  letters  that  specifically  went  to  your  office,  requesting  a 
special  session  of  the  State  legislature  to  restore  some  of  the  cuts  that 
were  initiated  in  the  past  legislative  year.  I  wonder,  Governor,  do  you 
contemplate  holding  a  special  session  of  the  State  legislature,  and, 
if  you  do,  will  this  item  be  on  the  agenda  ? 

Governor  Rockefeller.  Well,  that  is  a  good  question  and  I  am  glad 
you  asked  it  because  it  brings  in  sharp  focus  the  problem  we  face.  We 
are  under  mandate  from  the  Supreme  Court  to  reapportion  our  con- 
gressional lines  and  so  if  we  can  get  agreement  on  the  lines  we  will 
have  a  special  session  to  reapportion  them. 

Mr.  Gilbert.  I  have  some  lines  I  could  set  forth. 

Governor  Rockefeller.  But  the  suggestion  has  been  made,  as  you 
say,  for  the  restoration  of  cuts.  As  I  pointed  out,  these  cuts  were  not 
cuts  in  total  dollar  amount.  Thev  were  large  increases  in  dollar  amount 
but  did  affect  the  growth  rate  of  our  ability  to  meet  these  needs.  There 
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have  been  estimates  by  various  concerned  citizens  and  aspirants  for 
office  that  this  year's  surplus  in  the  State  was  anywhere  from  $300 
million  to  $1  billion. 

Well,  the  fact  of  the  matter  is  we  anticipate  a  surplus  of  between  $35 
million  and  $40  million. 

Now,  we  have  already  made  adjustments  for  the  benefits  to  the  aged, 
the  blind,  and  the  disabled  of  between  $5  and  $8  a  person  and  we  are 
now  working  on  a  plan  to  help  the  hospitals  because  we  had  to  cut 
back  when  you  cut  back  the  medicaid  eligibility  or  the  figures  avail- 
able so  we  cut  off  almost  1,200,000  people  from  eligibility  after  the 
Congress  cut  back  because  we  didn't  have  the  money  when  you  didn't. 

Now,  the  hospitals  have  set  up  outpatient  clinics  to  handle  these 
patients  who  are  being  helped  by  medicaid,  but  then  when  the  patients 
didn't  get  the  money  they  can't  pay  so  the  hospitals  are  now  giving  the 
service  free. 

We  put  a  freeze  on  hospital  rates,  which  I  guess — has  that  gone  to 
the  Supreme  Court  yet? 

We  have  been  challenged  on  that,  but  the  frank  situation  is  that  we 
just  ran  out  of  money  even  though  we  had  a  tax  increase  last  year  and 
increased  our  expenditures  $900  million  and  we  just  haven't  got  the 
money. 

I  can  use  the  $35  to  $40  million  surplus  where  it  will  be  most  effective 
without  taking  it  up  with  the  legislature  and,  therefore,  I  have  no  plan 
to  put  on  the  agenda  of  the  legislature  any  specific  items  relating  to  the 
expenditure  of  funds. 

Mr.  Gilbeet.  Thank  you  very  much. 

Governor  Rockefeller.  We  are  within  2  months  now  of  next  year's 
session. 

Mr.  Gilbert.  I  realize  that.  It  is  of  great  interest  to  so  many  people 
in  the  State  of  New  York,  so  that  I  thought  your  answer  and  response 
to  my  question  was  quite  important. 

Governor  Rockefeller.  Thank  you,  sir. 

Mr.  Ullmax.  Mr.  Corman  ? 

Mr.  Cormax.  Thank  you,  Mr.  Chairman. 

Governor,  I  certainly  am  impressed  by  your  statement.  I  share  Con- 
gressman Conable's  observation  that  you  not  only  have  given  us  some 
good  goals  but  you  have  given  us  some  specific  steps  on  how  we  ought 
to  get  there  and  it  will  be  helpful  when  we  start  drafting  this  proposal. 
I  share  completely  your  objective  of  total  Federal  financing  for  public 
assistance,  but  I  think  we  both  agree  that  that  isn't  going  to  happen 
right  away.  I  am  wondering  if  we  ought  to  set  the  first  priority  on 
shifting  the  cost  of  welfare  entirely  off  local  government. 

I  sat  for  nearly  a  year  with  the  mayor  of  New  York  City  and  was  so 
discouraged  by  his  picture  of  what  has  happened  to  his  city  because 
of  public  assistance. 

Would  it  be  fair  to  say  if  we  cannot  federalize  the  plan  that  we 
ought  to  begin  as  a  first  step  to  see  what  we  can  do  to  take  all  costs  of 
public  assistance  off  the  local  government  ? 

Governor  Rockefeller.  Frankly,  the  State  is  now  in  the  same  posi- 
tion the  city  is,  so  I  don't  know  how  the  State  is  going  to  pick  up  the 
local  cost. 

Mr.  Coraiax.  Well,  you  have  anticipated  my  next  question,  which 
was,  if  we  took  it  off  local  government  could  the  State  absorb  any  part 
of  that  added  cost  ?  I  take  it  New  York  State  could  not. 
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Governor  Rockefeller.  Local  government  must  be  paying'  what — 
around  $800  million.  Now,  our  income  tax  is  14  percent  top.  We  have 
a  5-percent  total  sales  tax,  our  corporate  tax  franchise  7  percent.  To 
raise  $500  million  would  take  a  20-percent  surcharge  on  the  income 
tax.  You  would  have  to  go  to  1  percent  more  on  sales  and  20-percent 
surcharge  on  income  and  then  you  would  still  be  faced,  as  I  am,  with 
the  requests  from  local  schools  for  another  $500  million  this  year  in 
increased  aid  to  schools,  and  by  this  time  we  are  going  to  be  in  the 
situation  of  the  publisher  of  a  newspaper  in  Xew  York  whom  I  met, 
a  new  man,  at  a  meeting  the  other  day  and  he  said,  "You  know,  I  am 
from  Ohio."  I  said,  "Wonderful.  My  family  spent  some  time  there, 
too." 

"Weil,"  he  said,  "I  came  to  Xew  York  because  I  have  a  large  family 
and  your  schools  are  better,  but,"  he  said,  "as  soon  as  they  graduate 
from  school  I  am  going  back  to  Ohio."  He  said,  "Our  taxes  are  lower." 

This  is  the  problem.  Xow,  I  don't  see  how  we  are  going  to  do  it. 

Mr.  Corman.  I  do  not  suggest  that  all  the  States  ought  to  absorb 
the  total  of  the  cost  now  being  borne  by  local  government,  As  I  under- 
stand it,  in  Xew  York  public  assistance  is  now  paid  50-percent  Federal, 
25-percent  State,  25-percent  local. 

Governor  Rockefeller.  Eight, 

Mr.  Corvcax.  If  we  shifted  that,  for  instance,  to  a  70-percent  Fed- 
eral and  30-percent  State,  certainly  it  is  going  to  free  up  a  lot  of  money 
for  local  government  to  meet  some  of  their  other  local  needs. 

Would  that  be  a  possible  reasonable  first  step,  to  explore  that 
possibility  ? 

Governor  Rockefeller.  Well,  anything  that  spelled  out  money 
would  help.  Let's  put  it  frankly.  That  is  really  our  problem.  When  I 
took  office,  Xew  York  City  was  getting  $357  million  from  the  State. 
This  year  it  is  $1,700  million.  Xow,  $100  million,  $200  million,  in  Xew 
York  City,  it  is  lost.  I  mean  you  have  no  idea  what  is  happening  in 
these  city  and  urban  areas  around  this  country.  I  think  this  problem 
is  so  much  more  serious  fiscally  than  anyone  realizes  that  it  isn't  even 
funny. 

What  worries  me  is  people  are  going  to  lose  faith  in  local  government 
with  the  inability,  really  the  breakdown  in  services  to  people.  Whether 
it  is  the  collection  of  garbage,  whether  it  is  police,  whether  it  is  fire 
services,  people  just  don't  feel  that  they  are  getting  the  services,  or 
even  the  Long  Island  Railroad,  and  the  numbers  are  so  big. 

Xow,  the  same  problem  exists  in  other  States.  Your  State  and  ours 
have  the  big  numbers,  but  the  percentages  are  exactly  the  same  in  all 
States. 

Mr.  Corzuax.  Yes,  sir.  It  just  seemed  to  me  from  the  point  of  view 
of  the  strain  on  local  government,  at  least  where  I  come  from,  the  local 
government  has  a  much  narrower  tax  base  than  the  State  has,  just  as  the 
State  government  has  a  narrower  tax  base  than  the  Federal  Govern- 
ment, And  that  is  the  reason  it  did  seem  to  me  we  might  be  justified 
to  turn  our  attention  first  to  attack  the  problems  of  public  assistance 
and  to  absorb  the  cost  at  the  Federal  Government  level  and  State  level 
to  get  it  off  the  local  tax  base,  so  that  cities  might  have  funds  to  spend 
for  the  other  services  they  must  provide. 

Governor  Rockefeller.  Well,  it  would  be  a  tremendous  help.  Right 
now  Xew  York  City  gets  20  percent  of  its  operating  cost  from  the  Fed- 
eral Government  and  30  percent  from  the  State,  And  with  respect  to 
education,  of  course,  which  we  haven't  touched  on,  but  that  is  twice  as 
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expensive  as  welfare  costs,  47  percent  of  our  budget  goes  to  education. 
We  are  getting  5  percent  of  our  cost  of  education,  primary,  secondary, 
and  higher,  from  the  Federal  Government.  It  is  8  percent  nationwide, 
and  someday  I  have  a  feeling  that  Congress  is  going  to  have  to  get  into 
education  in  a  big  way  if  we  are  going  to  continue  quality  education. 
Those  costs  are  going  way  up. 

I  don't  want  to  seem  discouraging  in  this  meeting,  but  I  think  that 
the  seriousness  of  what  we  face  as  a  nation  is  very  real. 

Mr.  Gorman.  Governor,  we  might  turn  to  another  subject  for  a 
moment,  and  that  involves  day-care  centers,  and  the  mandatory  re- 
quirement that  women  with  school-age  children  work. 

Isn't  it  fair  to  say  it  is  going  to  be  a  long  time  before  we  have  day- 
care provisions  for  all  the  children  who  would  have  to  get  care? 

Governor  Rockefeller.  Right. 

Mr.  Corman.  Then  would  it  not  be  reasonable  to  say  that  until  that 
time  we  not  impose  a  mandatory  requirement  on  mothers  to  work  but 
rather  that  we  leave  the  available  day-care-center  slots  for  children  of 
mothers  who  want  to  work  ?  Isn't  that  a  fair  approach  ? 

Governor  Rockefeller.  Well,  I  was  suggesting  that  there  be  a  local 
administrative  option  based  on  the  circumstances  that  exist  in  relation 
to  the  family,  the  jobs,  and  the  day-care  center  availability,  that  there 
be  a  local  option  there  about  registering  for  work,  that  they  could  make 
a  determination  until  such  time  as  all  of  these  facilities  are  available, 
which  is  another  way  of  saying  pretty  much  what  you  are  saying. 

Mr.  Corman.  Yes,  sir,  except  my  concern  is  that  if  we  leave  too  much 
to  local  option,  there  may  be  some  very  harsh  decisions  about  what  con- 
stitutes adequate  care,  and  this  seems  to  me  to  hold  out  an  opportunity 
for  an  economizing  administration  to  clear  up  the  welfare  rolls  by  put- 
ting women  off  welfare,  because  either  the  job  opportunities  are  inade- 
quate or  there  is  really  in  truth  no  adequate  day-care  center  provision. 
And  I  am  apprehensve  about  imposing  a  mandatory  work  requirement 
even  set  at  a  local  level. 

For  instance,  I  would  expect  that — I  don't  recall  his  name,  but  he 
was  public  assistance  administrator  of  Newburgh  a  few  years  ago — 
by  the  present  New  York  City  public  assistance  administrator. 

Governor  Rockefeller.  What  you  say  is  true,  there  is  no  question. 
And  the  problem  is  to  get  the  incentive  for  work,  to  get  off  welfare  and 
onto  a  job.  But  unless  the  conditions  are  such  that  there  is  the  job,  and 
there  is  the  training,  and  there  is  the  day-care  center  to  take  care  of 
the  children,  it  could  be  abused. 

I  understand  Avhat  you  say,  sir. 

Mr.  Corman.  I  think  perhaps  when  we  get  to  that  time  when  we  can 
establish  that  there  are  day-care  centers  that  are  partially  vacant, 
there  are  training  slots  that  are  going  begging,  at  that  time  we  might 
consider  mandatory  requirements.  But  until  that  time  we  would  be  well 
advised  to  leave  it  voluntary  to  the  mothers. 

Is  that  a  fair  approach  ? 

Governor  Rockefeller.  Well,  Miss  McAniff  points  out  that  the 
problem  varies  very  widely  from  area  to  area  and  in  certain  areas  the 
proposal  might  be  a  good  one  with  the  local  option.  In  others  there 
could  be  abuse  under  it,  and  it  is  one  of  those  difficult  decisions,  I 
guess,  that  you  Congressmen  have  to  make.  But  for  us,  if  we  had  the 
local  option  where  cases  were  such  that  it  was  not  advisable  to  have 
them  register,  we  would  like  to  have  that. 
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Mr.  Corman.  Governor,  if  the  Federal  Government  could  within  a 
relatively  short  time  absorb  the  total  cost  of  public  assistnce  and  if  we 
continue  aid  to  education  programs  at  the  present  level,  and  anticipat- 
ing that  they  will  increase  as  they  have  in  the  past  decade,  don't  you 
think  the  State  and  local  governments  would  be  much  more  able  to  meet 
their  other  needs  out  of  their  present  revenues  without  revenue-sharing 
plans  ? 

Governor  Rockefeller.  Without  revenue  sharing,  did  you  say,  sir  ?■ 
Mr.  Gorman.  Yes,  without  the  revenue-sharing  plans  proposed  by 
President  Nixon. 

I  have  a  feeling  that  the  climate  is  poor  for  just  a  simple  revenue- 
sharing  proposal. 

Assuming  that  that  is  the  case,  then  if  we  absorb  the  total  cost 
of  public  assistance,  absorb  a  reasonable  portion  of  the  cost  of 
education  

Governor  Rockefeller.  Oh,  good.  If  you  add  that,  then  I  am  with 
you. 

Mr.  Corman.  Yes,  sir,  and  I  think  that  the  Governors  in  this  confer- 
ence might  consider  that  as  their  second  choice  but  a  more  realistic  one. 

Governor  Rockefeller.  Well,  if  I  may  comment  on  that,  sir,  it  seems 
to  me  that  the  real  problem  is  the  money,  and  whatever  is  most  con- 
venient to  the  Congress  to  make  possible  the  return  of  some  of  that 
money,  we  will  take  it  in  any  form,  but  in  any  form  you  are  comfortable 
to  give  it  to  us. 

Mr.  Gorman.  That  sounds  somewhat  like  what  the  mayor  of  the 
city  of  New  York  was  saying  in  1967  as  he  looked  to  Albany,  sir. 

Governor  Rockefeller.  Well,  we  have  caught  up  to  them  now.  We 
have  caught  up  to  the  cities. 

Mr.  Corman.  Governor,  what  do  you  do  in  your  State  with  the 
individual  who  receives  a  social  security  benefit  that  is  below  the 
public-assistance  level  and  so  he  receives  social  security  plus  public 
assistance  ?  What  is  the  practice  in  New  York  when  we  increase  that 
social  security  payment  ? 

Governor  Rockefeller.  Well,  we  supplement  with  home  relief  up  to 
our  own  standards,  and  we  are  so  doing  at  the  present  time. 

Now,  when  you  increase  the  social  security  payment,  then,  to  what- 
ever extent  that  takes  part  of  the  load  off  home  relief,  then  that 
person's  home-relief  payment  is  reduced. 

Mr.  Gorman.  This,  from  one  point  of  view,  may  be  reasonable.  From 
the  point  of  view  of  the  recipient,  it  seems  harsh,  because  generally 
social  security  increases  are  at  best  attempting  to  absorb  the  increased 
cost  of  living.  But  for  the  recipient  whose  public-assistance  check  is 
reduced  by  the  same  number  of  dollars,  he  is  still  hard  put. 

I  wonder  what  your  attitude  would  be  if  the  Congress  required  that 
the  social  security  benefit  increase  be  passed  on  to  the  recipient  rather 
than  being  retained  by  the  State. 

Governor  Rockefeller.  Well,  I  can  understand  why  politically 
Congress  would  like  to  get  the  credit  with  the  old  folks  for  giving  them 
more  money,  but  the  reason  that  we  are  supplementing  is  because  the 
payments  by  the  Congress  are  inadequate  at  the  present  time,  so  I 
think  that  we  ought  to  get  the  credit  for  what  we  are  doing  for  what 
you  are  not  doing,  and  that  when  you  catch  up,  then  they  ought  to  be 
even. 
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Now,  excuse  me  for  being  very  frank  on  that,  but  really  there  ought 
to  be  some  provision  in  the  Congress  to  review  annually  so  we  don't 
get  into  a  situation  where  a  social  security  recipient  has  to  be  supple- 
mented by  home  relief. 

Mr.  Corman.  Well,  I  won't  quarrel  with  that.  When  we  get  to  total 
Federal  financing,  that  problem  would  have  left  us,  but  the  problem 
will  be  with  us  in  this  bill. 

I  expect  that  your  State  is  more  generous  with  many  of  the  senior 
citizens  than  some  others.  What  is  your  practice  in  public  assistance 
in  attempting  to  keep  up  with  the  cost-of-living  increases  in  the  public- 
assistance  part  ? 

Governor  Rockefeller.  In  public  assistance,  until  this  last  year, 
when  our  budget  made  it  impossible  to  increase  with  the  cost  of  living, 
we  have  ordinarily  under  the  board  of  social  welfare  recommended 
increases  each  year  to  reflect  that  cost.  They  now  have  a  mandate  from 
the  legislature  to  give  a  recommendation  to  the  legislature  for  this 
next  session  as  to  the  cost-of-living  increase. 

Mr.  Corman.  Then  actually  under  that  law  you  probably  would 
not  be  retaining  that  social  security  increase.  In  other  words,  you 
would  have  shifted  that  total  minimum  payment  higher  at  about  the 
same  time  the  social  security  benefit  went  up. 

Governor  Rockefeller.  Your  point  is  very  well  taken,  sir,  and  I 
think  that  is  absolutely  right,  depending  on  the  amount  of  the  increase 
that  you  give  them. 

Mr.  Corman.  We  rarely  gallop  ahead  of  the  cost-of-living  increases 
in  social  security  increases,  and  so  we  can  anticipate  that  for  a  great 
number  of  old  people  who  live  in  States  that  do  not  reflect  in  their 
public  assistance  increased  living  costs,  it  might  be  reasonable  for  the 
Congress  to  take  care  of  those  States,  where  there  is  no  public  assist- 
ance increase  to  reflect  the  cost  of  living,  and  the  Congress  might  be 
justified  in  requiring  the  passthrough  is  to  the  recipient  of  social 
security. 

Isn't  that  a  fair  statement  ? 

Governor  Rockefeller.  Conceptually,  I  think  it  is  wrong,  if  you 
will  excuse  me  for  saying  so.  I  can  see  politically  why  you  would  want 
to  do  it.  I  think,  if  you  gave  to  the  $100  I  recommend  and  the  $150, 
which  I  am  afraid  is  a  good  deal  more  than  what  you  have  been  con- 
sidering, that  this  would  be  a  more  equitable  reflection  of  the  present 
cost  of  living  for  the  old  folks. 

If  you  don't  go  more  than  what  you  are  talking,  then  I  think  we  will 
still  have  to  supplement  and  probably  because  of  what  you  say,  our 
10  percent — say  we  went  to  a  10-percent  increase,  just  using  it  as  a 
figure — would  mean  that  probably  there  wouldn't  be  a  reduction  in 
the  home-relief  check  because  we  would  not  be  moving  at  the  same 
time  in  more  or  less  the  same  range. 

Mr.  Corman.  Yes,  sir.  In  those  States  where  they  do  that,  the  Fed- 
eral mandate  wouldn't  have  any  effect. 

Governor  Rockefeller.  But,  of  course,  what  I  really  worry  about 
what  you  are  saying  is  that  the  tendency  is  to  penalize  the  State  that 
has  gone  ahead  and  helped  its  people  and  to  benefit  the  State  which 
was  not  helping  its  people.  Then  you  pick  up  their  check  for  them,  and 
they  don't  have  to  do  anything,  but  you  say,  "You  keep  your  larger 
payment  going"  in  the  other  State. 
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Now,  there  ought  to  be  some  recognition  of  effort,  in  my  opinion,  by 
the  Congress  for  States  that  are  helping  their  people. 

Mr.  Corman.  Yes,  sir:  that  observation  is  true  under  the  present 
proposal  of  public  assistance.  I  think  it  is  not  true  when  we  come  to 
the  social  security  provisions,  because,  first  of  all,  the  issue  is  not  raised 
unless  the  State  is  providing  some  supplemental  payment.  The  issue 
is  not  raised  in  the  State  that  gives  cost-of-living  increases  in  its  sup- 
plemental payments.  The  issue  comes  when  there  is  a  modest  supple- 
mental payment,  which,  incidentally,  is  shared  in  large  part  by  the 
Federal  Government,  but  it  is  going  to  be  a  difficult  question  for  us 
whether  or  not  to  require  the  passthrough  to  the  recipient. 

It  seems  to  me  what  we  would  be  accomplishing  in  all  the  States  is 
what  you  are  already  doing  voluntarily,  to  say  we  are  going  to  require 
that  public  assistance  reflect  increases  in  the  cost  of  living,  at  least  to 
the  same  extent  that  we  reflect  it  in  social  security  benefits. 

Governor  Rockefeller.  But,  Congressman,  are  you  implying  that 
Ave  ought  to  be  frozen  into  an  assistance  program  to  social  security 
cases  for  permanent  ? 

Mr.  Corman.  No,  sir.  The  particular  category  of  people  I  am  talk- 
ing about  at  the  moment  is  those  who  get  both.  Some  old  people  live 
on  very  modest  incomes.  A  portion  of  it  is  public  assistance  and  a  por- 
tion of  it  is  social  security.  And  we  say  that  social  security  must  be 
raised  because  the  cost  of  living  has  been  raised. 

In  New  York,  apparently,  you  say  that  public  assistance  must  be 
raised  whether  they  are  getting  social  security  or  not.  They  get  a  little 
increase  because  the  cost  of  living  has  gone  up. 

Governor  Rockefeller.  That  is  right. 

Mr.  Corman.  Some  States  do  not  say  that.  They  say,  "We  fix  x 
dollars  as  the  minimum  for  public  assistance."  It  is  not  going  to  go  up 
when  the  cost  of  living  goes  up.  When  social  security  increases,  then 
they  reduce  the  public  assistance,  and  so  people  are  kept  at  an  unliv- 
able  minimum  because  the  social  security  increase  didn't  go  to  the 
recipients.  That  is  the  category  of  people  1  would  like  you  to  comment 
on. 

Governor  Rockefeller.  Couldn't  you  make  a  case,  to  use  your  logic 
on  that,  that  you  mandate  that  we  maintain  our  payment  through 
home  relief?  Couldn't  you  make  an  argument  to  say  that  then  you 
ought  to  mandate  other  States  to  enact  laAvs  to  supplement  social 
security  payments  by  home  relief  in  those  States  ? 

If  you  are  going  to  mandate  that,  Ave  say  why  shouldn't  you  mandate 
them  to  supplement  it  where  it  would  be  inadequate  ? 

Mr.  Corman.  We  could  be  mandating  all  of  these  who  have  supple- 
mental public  assistance  to  increase  by  the  amount  of  social  security, 
increase,  the  floor. 

GoAxrnor  Rockefeller.  I  understand  that,  but  you  are  saying  that 
because  you  say  these  people  deserAre  it  and  need  it,  if  they  need  it  in 
New  York  and  if  they  need  it  in  California — you  supplement  in  Cali- 
fornia ;  don't  you  ? 

Mr.  Corman.  Yes,  sir. 

GoA^ernor  Rockefeller.  If  they  need  it  in  those  two,  maybe  they 
need  it  in  Pennsylvania. 

Mr.  Corman.  Yes,  sir;  that  is  Avhat  we  would  be  saying  to 
Pennsylvania. 
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Governor  Rockefeller.  Yes;  but  for  a  State  that  is  not  supple- 
menting, maybe  you  ought  to  say,  "Well,  we  are  going  to  mandate 
that  you  do  supplement."  See  what  I  mean  ? 

In  other  words,  if  it  is  right  for  one,  why  isn't  it  right  for  others, 
not  just  because  we  happen  to  do  it  on  our  own  initiative,  but  you  have 
to  do  it  on  an  abstract  basis  that  this  is  right  from  a  human  point  of 
view  for  an  individual  as  an  American  citizen  ? 

Mr.  Corman.  That  is  what  we  are  saying  if  we  require  the  pass- 
through,  but  with  one  exception.  We  have  never  mandated  public  as- 
sistance. We  have  encouraged  it  up  to  this  point  by  making  matching 
funds  available.  I  think  if  the  State  doesn't  want  to  take  advantage  of 
any  of  these  programs  they  need  not  

Governor  Rockefeller.  Yes :  you  would  be  modifying  our  welfare 
laws  because  we  have  a  law  that  a  person  is  eligible  for  a  certain  in- 
come. Up  to  that  income  they  get  supplementation.  So  we  are  paying 
that  under  our  law  and  part  of  it  is  coming  from  social  security  and 
part  from  us.  You  increase  social  security.  That  person  is  going  to  be 
above  the  eligibility  level  of  our  welfare  law.  So  you  are  now  man- 
dating an  increase  in  our  welfare  law. 

If  you  can  do  it  for  us,  why  shouldn't  you  do  it  for  somebody  else  ? 

Mr.  Burke.  Will  the  gentleman  yield  at  that  point  for  a  question  ? 

Mr.  Gorman.  Yes,  sir. 

Mr.  Burke.  Governor,  would  you  be  in  favor  of  the  Federal  Gov- 
ernment paying  the  entire  cost  of  old-age  assistance  throughout  the 
Nation?  I  notice  in  New  York  for  1968  the  total  sum  of  $108,751,000 
was  paid  out  in  old-age  assistance.  Slightly  over  50  percent  of  that  was 
financed  by  the  Federal  Government.  Your  State  funds  involved  were 
$27  million,  a  little  over  $27  million,  and  the  local  funds  totaled  some 
$26  million. 

Last  year  the  entire  sum  paid  out  all  over  the  Nation  was  $1,951 
million,  and  the  total  State  funds  were  $570  million.  And  local  funds 
were  $97  million. 

Don't  you  think  it  would  be  far  better  if  the  Federal  Government 
stepped  into  this  picture  where  they  are  paying  an  average  of  65 
percent  now  toward  old-age  assistance,  to  take  over  100  percent  of 
this  payment  and  this  would  relieve  the  States  of  this  problem  and 
also  contribute  to  this  Federal-State  sharing  of  some  of  the  costs, 
and  particularly  in  this  area  ?  And  there  would  be  a  clearer  under- 
standing, I  think,  on  the  part  of  the  recipient  when  the  Federal 
Government  raised  that  check. 

Governor  Rockefeller.  I  am  in  complete  agreement  with  you,  sir. 

Mr.  Ullman.  Does  that  conclude  your  questioning,  Mr.  Gorman? 

Mr.  Corman.  If  I  may,  I  don't  want  to  prolong  this,  but  it  is  a 
decision  we  are  going  to  have  to  make  if  we  increase  the  minimum. 
And  that  is  whether  or  not  we  mandate  the  passthrough.  I  will  try  to 
oive  you  some  of  the  specifics  of  what  we  are  talking  about. 

To  deal  with  the  three  States  you  and  I  are  most  familiar  with, 
the  State  of  Arkansas  pays  $87,  the  minimum  now,  and  the  social 
security  recipient  is  getting  a  minimum  of  $55.  If  we  increase  that 
minimum  to  $70,  the  recipient  will  get  nothing.  He  would  still  be  get- 
ting the  $87  a  month.  If  you  require  the  passthrough,  he  would  get 
an  additional  $15.  In  the  State  of  New  York  your  minimum  is  $115. 
If  we  require  the  passthrough,  he  would  get  $130.  In  California,  the 
minimum  is  $162.  If  we  require  the  passthrough  it  will  go  up  to  $177. 
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Now,  all  of  those  States  are  paying  something  above  the  minimum 
social  security  benefit.  Obviously,  the  social  security  benefit  reflects 
only  the  cost-of-living  adjustments.  In  each  of  those  instances  if  the 
States  were  already  raising  their  maximum  periodically,  they  would 
not  be  affected,  but  if  they  were  not  raising  their  maximum  to  reflect 
the  cost  of  living,  then  Congress  would  be  mandating  that  all  those 
States  do  it  by  requiring  the  passthrough. 

Doesn't  the  passthrough  seem  reasonable  under  those  circumstances  ? 

Governor  Rockefeller.  Well,  I  understand  exactly  what  you  are 
saying,  and  I  understand  the  reason  for  your  saying  it,  and  I  know 
it  will  be  deeply  appreciated  by  the  beneficiaries.  Maybe  you  could 
put  a  limit  if  you  are  going  to  do  it  that  way  at  the  poverty  level, 
so  that  we  have  some  ceiling  on  this.  Otherwise,  you  are  going  to  be 
distorting  our  own  welfare  levels  and  you  are  going  to  be  legislating 
our  eligibility  levels  in  New  York  from  Washington  through  the 
back  door. 

Mr.  Corman.  Mr.  Chairman,  just  one  final  question,  that  is,  under 
the  provisions  for  mandatory  work  in  this  new  proposal,  it  is  a  differ- 
ent concept  and  perhaps  in  some  instances  will  be  useful  both  to  the 
recipient  and  the  Government.  But  would  you  agree  that  we  ought 
to  require  the  mandated  job  meet  minimum  wage  standards? 

Governor  Rockefeller.  The  mandated  

Mr.  Corman.  The  job  that  the  recipient  is  required  to  take  ought 
to  pay  at  least  minimum  wages. 

Governor  Rockefeller.  Well,  of  course,  we  have  a  minimum- wage 
standard,  and  that  is  prevailing  in  the  State.  Xow,  there  are  certain 
exceptions  for  training,  and  so  forth. 

Mr.  Cormax.  We  will  remove  all  of  the  training  kind  of  jobs,  on- 
the-job  training,  and  all  of  those  things.  I  don't  think  anyone  is  con- 
sidering requiring  a  minimum  wage  there. 

But  my  concern  is  this.  If  we  are  going  to  say  to  a  welfare  recip- 
ient, "You  must  take  this  specific  job  or  you  lose  your  eligibility  no 
matter  who  suffers,  who  starves,"  when  we  are  going  to  say  that  to 
the  recipient,  had  we  not  ought  to  say  that  "the  job  we  require  you 
to  take  meets  the  Federal  minimum -wage  standard''? 

Governor  Rockefeller.  I  hadn't  thought  of  this  point,  frankly. 
It  is  an  interesting  point  you  are  raising. 

Mr.  Corman.  I  doubt  seriously  that  this  would  happen  in  New  York 
and  California,  but  there  are  many  places  where  domestic  servants 
work  for  $5  a  day.  They  will  be  at  less  than  the  minimum  up  to  winch 
the  Federal  Government  will  supplement. 

Xow,  if  a  woman  leaving  her  children  and  Avorking  for  $5  a  dav  be 
supplemented  to  keep  body  and  soul  together  by  a  Federal  payment, 
in  truth  Ave  are  not  supplementing  her.  We  are  subsidizing  her 
employer. 

It  seem^  to  me  the  safeguard  ought  to  be  the  requirement  that  those 
jobs  which  are  going  to  be  required  to  be  filled  as  a  condition  for 
getting  assistance  ought  to  meet  the  Federal  minimum  wagp  standards. 

Governor  Rockefeller.  I  would  think  that  in  considering  the 
question  you  are  proposing  you  would  have  to  see  how  many  legiti- 
mate jobs  would  be  dried  up  because  they  couldn't  afford  to  pay  Fed- 
eral minimums,  which  is  always  one  of  these  problems,  but  I  agree 
with  you  that  nobody  should  abuse  the  supplemental  payments  in 
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order  to  get  cheap  labor  because  the  Feds  supplement  it.  So  you 
sort  of  have  two  sides  to  that  coin. 

Mr.  Corman.  I  am  not  suggesting  that  you  place  a  minimum  wage 
on  any  of  these  jobs  that  are  not  now  under  the  law.  I  am  suggesting 
that  we  not  require  as  a  condition  for  assistance  that  the  person  fill 
that  job. 

Governor  Rockefeller.  You  mean  they  wouldn't  be  required  to  do 
this  unless  it  was  a  Federal  minimum  rate  ? 

Mr.  Gorman.  That  is  right,  that  a  person  would  not  be  removed 
from  eligibility  for  public  assistance  by  refusing  to  take  a  job  that 
paid  less  than  the  Federal  minimum-wage  standards. 

Governor  Rockefeller.  Well,  Mr.  Van  Lare  makes  a  point  that 
I  think  is  worth  mentioning  here,  that  we  have  in  our  law  that  they 
have  to  take  a  job  now  at  the  prevailing  wage  rate  so  that  somebody 
can't  come  in  and  drop  their  rate  because  somebody  else  is  supple- 
menting their  earnings,  and  maybe  rather  than  Federal  minimums 
you  could  put  prevailing  rates  which  would  cover  jobs  that  aren't 
covered  by  the  Federal  minimum. 

Your  minimum  wage  is  wonderful,  but  there  is  quite  a  lai'ge 
number  of  areas  that  you  haven't  covered. 

Mr.  Gorman.  Well,  do  you  have  prevailing  wages  that  are  less  than 
the  Federal  minimum? 

Governor  Rockefeller.  Well,  in  agriculture  I  think  we  would.  We 
have  a  minimum  in  agriculture,  but  it  is  less  than  our  minimum  in 
general.  There  are  some  areas  where  there  are  prevailing  rates  that 
are  less  that  are  not  covered  by  our  State  law,  just  the  way  the  Federal 
minimum- wage  law  does  not  cover  all  jobs. 

We  have  constantly  expanded  it. 

Mr.  Gorman.  Then  the  established  prevailing  wage  would  be  less. 

Governor  Rockefeller.  There  are  standards,  and  the  Department 
of  Labor  establishes  them. 

Mr.  Gorman.  Now,  if  we  are  going  to  go  a  step  further,  as  I  under- 
stand the  President's  message,  and  require  people  to  move  to  places 
where  there  are  jobs,  aren't  we  now  in  real  danger  of  shifting 
people  

Governor  Rockefeller.  I  was  not  aware  of  that  provision. 

Mr.  Gorman.  That  was  the  President's  television  message,  that 
people  be  required  to  go  where  there  were  jobs. 

Governor  Rockefeller.  What  do  they  do  about  housing  ? 

Mr.  Gorman.  Well,  it  may  be  where  the  jobs  pay  the  least  that  there 
is  some  kind  of  housing.  It  is  not  spelled  out  in  the  legislation. 

Governor  Rockefeller.  This  is  a  very  complicated  issuf*  because  we 
were,  for  instance,  working  on  a  training  program  in  Harlem  for 
Government  service,  and  it  was  very  successful.  About  every  2  months 
we  start  another  group,  and  for  public  employment.  State  employment, 
but  when  we  got  to  this  problem  of  moving  which  you  are  talking 
about,  they  didn't  want  to  move  where  the  jobs  were.  And  we  have  no 
provision  there,  but  it  has  forced  us  to  face  the  fact  that  we  have  to 
do  more  in  the  way  of  housing  and  facilities,  and  this  gets  back  to 
the  whole  problem  of  the  facilities  for  housing  and  living  and  for 
work  in  our  big  cities  where  the  deterioration  has  taken  place. 

And  that  gets  me,  just  for  one  final  comment,  back  with  all  of  the 
problems  we  are  discussing  that  are  not  met  and  with  the  financial 
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problems  that  these  State  and  local  governments  are  facing — it  does 
seem  hard,  I  think,  for  State  and  local  governments  to  understand  why 
the  Congress  would  be  cutting  taxes  instead  of  making  that  money 
available  to  those  urgent  human  needs  in  our  country  until  they  are 
met. 

Mr.  Corman.  Governor,  I  share  that  view,  and  I  am  hoping  that  we 
do  not  give  in  to  that  temptation,  particularly  if  we  should  move  into 
a  time  when  defense  spending  can  be  at  least  held  at  its  present  level 
and  income  is  increased. 

On  your  indictment  of  the  present  system,  I  am  sure  that,  even 
though  it  is  accurate,  one  allegation  is  that  the  program  is  expensive, 
and  it  is  expensive  in  terms  of  the  return,  I  suppose,  in  the  amount 
of  human  suffering  we  relieve.  But  aren't  we  in  truth  talking  about  a 
program  that  would  involve  many,  many  more  dollars  in  financing 
an  adequate  system  ?  And  so  when  you  say  the  present  system  is  expen- 
sive, we  ought  not  to  lead  the  American  people  to  believe  that  the 
new  system  we  are  advocating  is  going  to  be  less  expensive  interms  of 
Federal  dollars  but  rather  how  it  will  be  more  expensive,  probably 
more  expensive  by  two  or  three  times  as  much. 

Governor  Rockefeller.  Maybe  I  ought  to  say  "expensive''  in  terms 
of  human  values. 

Accept  that  amendment,  and  I  thank  you,  sir. 

Mr.  Corman.  Governor,  you  have  been  most  helpful.  Thank  you. 

Governor  Rockefeller.  I  appreciate  it. 

Mr.  Ullmax.  Governor,  I  might  state  that  you  have,  I  am  sure, 
inadvertently  left  in  the  record  the  inference  that  money  grows  on 
trees  around  Washington.  I  want  to  assure  you  that  if  you  sat  on  this 
committee  for  a  few  weeks,  you  would  find  that  that  wasn't  true. 

Governor,  I  think  you  and  I  would  agree  that  the  welfare  system 
does  need  overhauling  and  major  overhauling,  not  just  the  welfare 
system  but  the  whole  treatment  of  the  problem  of  poverty  and  the  poor 
people  of  this  country.  I  think  we  would  ont  agree  on  how  it  should  be 
done.  I  know  you  want  to  federalize  the  welfare  system,  and  I  per- 
sonally don't  think  that  is  a  viable  solution  to  the  problem. 

But  in  the  administration  compromise  that  we  have  before  us,  don't 
you  see  one  major  problem  in  the  fact  that  under  their  plan  the  Federal 
Government  would  establish  local  welfare  offices  within  the  Social 
Security  System  and  that  you  would  have  overlapping  State  welfare 
offices.  There  would  obviously  be  confusion  as  to  who  does  what  and 
there  would  be  overlapping  of  responsibility  and  there  would  be 
quite  an  additional  buildup  of  bureaucracy  in  this  program? 

Governor  Rockefeller.  I  would  assume  that  if  this  change  were 
made  that  it  would  be  done  better  by  the  administration  of  the  pro- 
gram by  the  States  with  the  Federal  Government  simply  sending  out 
through  the  social  security  the  checks  and  let  the  States  handle  the 
administration  or  the  Federal  Government  take  over  the  whole  ad- 
ministration in  order  to  avoid  duplication. 

Mr.  Ullman.  The  administration  witnesses,  Governor,  indicated 
that  the  whole  problem  of  eligibility,  which  is  a  major  problem,  as 
you  know,  would  be  handled  by  the  local  social  security  offices  and 
in  the  process  they  would  need  at  least  another  50-percent  buildup  in 
personnel  in  order  to  do  it. 
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Now,  just  as  an  administrator — and  a  very  able  one — doesn't  this 
present  some  problems  in  your  mind  ? 

Governor  Rockefeller.  Anything  that  has  a  50-percent  buildup  in 
staff  certainly  does.  The  suggestion  is  well  taken  here  that  if  the 
Feds  took  over  the  whole  program  for  establishing  the  rates,  then  we 
could  reduce  the  State  staff  correspondingly. 

Probably  that  wouldn't  quite  happen,  though.  Those  things 
don't  

Mr.  Ullmax.  I  am  afraid  an  overlapping  function  

Governor  Rockefeller.  I  have  to  admit  that  doesn't  always  happen. 

Mr.  Ullman  (continuing).  Provides  additional  bureaucracy  and 
a  lot  of  confusion. 

Governor  Rockefeller.  I  think  you  are  raising  a  good  point,  Mr. 
Chairman.  I  appreciate  it. 

Mr.  Ullman.  Are  there  further  questions  ? 

Governor,  I  think  you  have  been  most  helpful.  I  really  very  much 
appreciate  what  I  consider  very  able  and  expert  testimony  before 
this  committee. 

Thank  you  very  much. 

Governor  Rockefeller.  Thank  you. 

(The  following  comments  by  Governors  and  other  State  officials 
were  received  by  the  committee : ) 

Comments  by  Governors  and  Other  State  Officials  on  the 
Work  Incentive  Program  (WIN) 

(Compiled  by  the  Washington  Office  of  the  National  Governors'  Conference  and 
the  Council  of  State  Governments) 

The  Work  Incentive  Program  (WIN)  provided  by  the  1967  amendments  to 
the  Social  Security  Act  was  often  times  referred  to  during  the  opening  hearings 
on  the  Nixon  Administration  Family  Assistance  Act  because,  as  Secretary  of 
Labor  Shultz  stated,  it  "has  established  a  foundation  on  which  to  build  a  larger 
training  program  in  support  of  the  Family  Assistance  Act." 

The  Washington,  D.C.  Office  of  the  National  Governors'  Conference  asked 
Governors  and  other  state  officials  to  provide  comments  on  the  efforts  being 
made  by  states  to  utilize  the  present  Work  Incentive  Program  (WTIN)  to  enable 
AFDC  recipients  to  become  employed  and  independent. 

The  following  comments  by  Governors  and  other  state  officials  on  the  Work 
Incentive  Program  (WIN)  are  intended  to  be  of  use  to  members  of  Congress 
as  they  examine  various  welfare  reform  proposals. 

In  order  to  provide  some  common  format  for  the  replies,  States  were  asked 
to  give  some  assessment  of  how  they  were  dealing  with  certain  factors  which 
it  appears  are  important  in  the  operation  of  Work  Incentive  programs.  They 
were : 

The  willingness  of  or  the  criteria  used  by  welfare  workers  to  refer  "appro- 
priate" AFDC  recipients  to  training  and  employment. 

The  adequacy  of  the  quality  and  quantity  of  day  care  for  children  affected  by 
the  WIN  program. 

The  effectiveness  of  multi-agency  training  and  supportive  social  services 
for  individuals  and  families  involved  in  WIN,  as  measured,  in  part,  by  the  inte- 
gration of  services  and  the  degree  of  cooperation  between  the  state  employment 
service  and  welfare  agencies. 

In  addition  to  the  individual  responses  from  the  states,  excerpts  from  the 
state  responses  related  to  the  "day  care  services"  issue  and  the  "appropriateness 
for  referral  to  WIN"  issue  are  presented  in  a  separate  analysis. 

DAY  CARE  SERVICES  ISSUE 

California 

"For  the  nine  month  period  of  January  through  September  1969,  only  .4% 
of  all  referrals  to  WIN  were  not  enrolled  because  they  lacked  an  adequate  child 
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care  arrangements.  In  June  of  this  year,  7.1%  (94)  of  the  "dropouts"  and  "other 
terminations"  from  WIN  were  because  family  care  was  required.  It  appears 
that  initially  very  few  enrollees  are  not  enrolled  in  WIN  because  they  lack  an 
adequate  child  care  arrangement,  but  as  enrollees  proceed  through  the  program 
some  child  care  arrangements  fail  which  then  results  in  a  number  of  enrollees 
dropping  out  or  terminating  from  the  program." 

Georgia 

"Non-availability  of  day  care  centers  is  a  problem  area  and  is  restricting  the 
program  in  Georgia." 

Hawaii 

"Quality  and  quantity  of  day  care  for  children  affected  by  the  WIN  program. 
The  Department  of  Social  Services  has  provisions  for  the  full  range  of  child 
care  services  and  payment  of  child  care  costs  to  be  made  available  to  parents 
as  needed  for  participation  in  any  employment  or  training  program.  The  child 
care  situation  in  Hawaii,  however,  is  as  follows  : 

(a)  AFDC  mothers  volunteering  for  WIN  are  assuming  their  own  re- 
sponsibility in  arranging  child  care  with  relatives,  neighbors  and  friends 
on  a  cost-free  basis  ; 

(b)  Social  work  staff  have  utilized  to  the  maximum  supportive  service 
funds  available  with  other  work-training  programs  (for  example,  the  Con- 
centrated Employment  Program  of  Honolulu)  to  meet  the  cost  of  child 
care  for  mothers  participating  in  other  work-training  programs  being  used 
by  WIN  for  WIN  purposes  ;  and 

(c)  Community  Action  programs  have  indicated  interests  and  initiated 
plans  on  their  own  for  the  development  of  child  care  facilities  in  their  re- 
spective areas  to  accommodate  residents  of  the  areas. 

"To  improve  the  day  care  situation  for  WIN  program  participants  in  Hawaii 
the  State  intends  to  assume  "a  more  comprehensive  coordinated  role  with  other 
community  agencies  and  work-training  program  in  planning  and  developing  child 
care  resources  for  recipients.  This  will  in  effect  mean  availing,  to  the  maximum, 
departmental  resources  in  providing  child  care  services  and  in  meeting  child  care 
costs  for  those  needing  such  services.  Arrangements  will  other  agencies  providing 
supportive  services  and  funds  have  already  been  finalized  in  the  effort  to  avoid 
duplication.  The  Nixon  Administration  proposal  to  increase  federal  funding 
for  supportive  services  will  promote  development  of  additional  child  caring  fa- 
cilities for  those  recipients  in  need  of  such." 

Iowa 

"Where  needed,  Child  Care  Plans  must  be  developed  prior  to  referral  to  the 
program.  Each  plan  must  be  developed  with  parental  participation  and  approval. 
Due  to  an  accute  shortage  of  licensed  day  care  centers  in  Iowa,  almost  all  child 
care  plans  are  licensed  day  care  homes.  These  facilities  must  meet  State  and  Fed- 
eral Licensing  Standards.  The  Iowa  Department  of  Social  Services'  Day  Care 
Services  Unit  has  been  directed  to  give  PRIORITY  to  licensing  present  day  care 
centers  and  lending  assistance  in  developing  new  child  care  centers  throughout 
the  State.  Even  with  the  acute  shortage  of  CENTERS,  there  are  no  CUSTODIAL 
or  WAREHOUSES  in  Iowa.  Every  child  care  plan  MUST  meet  the  needs  of  the 
individual  child  for  normal  growth  and  development." 

Kentucky 

"The  parent  must  be  involved  in  the  selection  of  the  appropriate  child  care  ar- 
rangements. The  worker  provides  the  parent  with  information  about  day  care  fa- 
cilities within  the  community,  helps  the  parent  determine  the  best  child  care 
plans  based  on  an  evaluation  of  the  individual  child's  needs  and  on  a  continuing 
basis,  evaluates  the  effects  of  the  child  care  arrangements  on  the  child." 

"The  table  below  provides  the  number  of  cases  currently  in  WIN  participation 
requiring  child  care,  the  number  of  children  provided  child  care  in  each  type  of 
child  care  arrangement  and  the  average  cost  per  child  per  month  in  each  arrange- 
ment, as  well  as  the  overall  average  cost  per  month." 
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Child  care 

Cases 

Number  of 
children 

Average 
monthly 
cost  per 
child 

Total...  

   1,097 

2,  722 

$33. 21 

Type: 

Home  of  other  person    

Licensed  day  care   

  473 

  514 

   110 

1,427 
1,076 
219 

25. 06 
40.17 
52.16 

Note:  The  average  number  of  children  per  family  requiring  day  care  is  2.5. 


Maryland 

"It  is  very  difficult  for  the  worker  and  the  mother  to  find  proper  day  care  for 
the  children  of  WIN  enrollees  due  to  the  inadequate  number  of  centers  and  facil- 
ities in  the  State.  Even  babysitting  type  of  care,  the  type  approved  by  the  worker, 
is  difficult  to  come  by." 

The  real  problem  of  starting  day  care  centers,  not  only  for  the  very  young,  but 
for  older  children  who  need  taking  care  of  before  and  after  school  hours  is  the 
problem  of  finding  qualified  staff,  desirable  buildings,  facilities  in  convenient 
neighborhoods,  etc."  ^ 

Massachusetts 

A  major  problem  area  is  the  "decided  lack  of  day  care  centers  in  all  areas 
very  slowly  being  resolved  as  more  and  more  organizations  become  aware  of  the 
necessity  of  adequate  day  care  centers  to  meet  the  needs  of  welfare  recipients. 

Missouri 

"The  quality  and  quantity  of  day  care  services  available  for  WIN  children 
in  the  low-income  areas  of  the  cities  is  not  as  good  as  we  would  like  it  to  be. 
There  are  extremely  few  day  care  centers  in  these  areas,  and  most  of  them  are 
filled  and  have  waiting  lists.  We,  therefore,  have  to  depend  upon  nearby  rela- 
tives, friends,  or  neighbors,  many  of  whom  are  also  ADC  recipients,  to  furnish 
care  either  in  the  recipient's  home  or  in  their  own  home.  Some  of  this  type  of 
care  is  excellent,  while  others  would  be  of  minimum  quality.  One  of  the  basic 
factors  which  will  affect  the  growth  of  the  WIN  program  is  whether  or  not  there 
will  be  funds  for  increasing  day  care  facilities,  particularly  in  the  various  types 
of  group  care. 

Montana 

"The  development  of  adequate  child  care  facilities  has  not  presented  a  prob- 
lem to  date,  however,  as  the  program  progresses  the  needs  will  become  greater 
and  will  tax  existing  facilities.  It  is  obvious  that  if  quality  care  is  to  be  main- 
tained, continuous  community  effort  will  be  necessary  and  there  will  be  a  need 
for  additional  funding  and  flexibility  to  establish  new  child  care  facilities." 

North  Dakota 

Employment  service  offices  in  Bismarck  and  Minot  recently  reported  that  each 
has  about  100  unfilled  requests  for  persons  to  provide  child  care  for  people 
who  are  not  involved  in  the  WIN  program. 

"The  movement  in  North  Dakota  towards  the  development  of  licensed  day  care 
centers  has  been  slow  and  at  the  present  time,  there  are  no  more  than  a  dozen 
centers.  Several  of  these  are  located  in  communities  in  which  the  WIN  program 
until  recently  has  not  been  operating.  It  should  be  noted,  however,  that  more 
than  half  of  the  licensed  day  care  centers  in  North  Dakota  have  initiated  their 
services  subsequent  to  the  advent  of  the  WIN  program.  This  is  attributed  in 
large  part  to  the  efforts  of  full-time  Public  Welfare  Board  staff  members  who 
have  done  much  to  promote  this  service.  Thus,  while  efforts  are  being  made  to 
improve  the  child  care  services  for  recipients  who  are  enrolled  in  the  WIN 
program,  it  is  not  likely  that  the  problems  will  diminish  within  the  immediate 
future." 

Pennsylvania 

"At  the  present  time,  day  care  facilities  for  children  in  Pennsylvania  are  in- 
adequate. This  lack  of  facilities  is  the  largest  single  cause  for  non-referral  of 
AFDC  recipients  to  the  WIN  program.  We  are  making  efforts  to  alleviate  this 
situation.  Pennsylvania  has  been  designated  a  Pilot  State  for  the  Community 
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Coordinated  Child  Care  (4-C)  Program  by  the  Department  of  Health,  Education 
and  Welfare.  Substantial  progress  in  the  establishment  of  child  day-care  facil- 
ities is  expected  during  calendar  year  1970.  Once  established,  it  will  be  possible 
to  refer  more  mothers  to  the  WIN  program.  At  the  present  time,  the  WIN  Pro- 
gram is  operating  at  about  70  percent  capacity.  Utilization  of  the  program  could 
be  brought  to  full  capacity  as  more  people  become  available  for  referral." 

Tennessee 

"Quality  of  child  care  has  been  maintained  in  accordance  with  Federal/Inter- 
agency  guidelines  and  standards  for  licensed  child  care  centers  and  babysitter 
services.  Quantity  is  inadequate  in  that  a  backlog  of  377  AFDC  mothers  would 
participate  if  child  care  services  were  available.  As  of  October  15  there  were 
1.019  clients  enrolled  in  WIN,  with  181  slots  open  because  adequate  child  care 
services  are  not  available." 

Texas 

"In  addition  to  the  problems  with  the  AFDC  mother  herself,  the  work  In- 
centive Program  provides  that  the  children  of  the  AFDC  mothers  who  are 
participating  in  the  program  be  afforded  a  level  of  day  care  which  is  unavailable, 
in  most  instances,  at  the  present  time.  The  day  care  requirements  under  the 
Work  Incentive  Program  must  meet  the  federal  agency  day  care  requirements. 
Texas  is  faced  with  the  fact  that,  as  this  is  an  enriched  day  care  setting  and 
calls  for  extensive  funding,  this  type  of  day  care  is  not  available  at  the  present 
time.  Our  Texas  Department  of  Public  Welfare  is  very  actively  involved  in 
developing  this  type  of  day  care  so  that  we  may  involve  our  AFDC  mothers 
in  the  Work  Incentive  Program  :  however,  they  are  faced  with  limited  State  and 
local  funds  available  for  this  purpose." 

Washington 

"In  this  state,  child  care  is  provided  in  family  day  care  homes,  in  child  care 
centers,  in  accordance  with  both  state  and  federal  licensing  standards.  With  few 
exceptions,  the  quantity  of  child  care  facilities  is  adequate  to  meet  the  needs 
of  WIN  participants,  although  the  available  spaces  are  not  always  readily 
accessible.  There  is  an  unmet  need  for  the  development  of  comprehensive  group 
care  centers  centrally  located  with  regard  to  centers  of  employment  and  resi- 
dence. Provisions  need  to  be  made  for  those  who  work  other  than  regular  day 
shift  or  other  unusual  hours." 

"In  an  average  month,  this  state  provides  care  for  1200-1400  children  of  WIN 
participant  families.  Child  care  is  of  generally  good  quality  and  is  being  developed 
according  to  federal  interagency  standards  under  the  4-C  Child  Care  Plan. 
In  the  very  few  cases  where  WIN  participants  could  not  be  provided  adequate 
child  care,  the  remote  location  of  residence  has  been  the  principal  inhibiting 
factor." 

"The  WIN  Program,  in  a  joint  effort  of  the  Employment  Service  and  Public- 
Assistance,  has  trained  child  care  attendants  and  aides  to  provide  more  efficient 
and  effective  staffing  of  child  care  facilities." 

Wisconsin 

"The  second  criteria  relates  the  quality  and/or  quantity  of  day  care  services 
that  are  connected  with  the  WIN  program.  The  quality  of  these  services  is  again 
determined  in  the  state  and  federal  requirements,  and  it  is  considered  quite 
adequately  met.  The  quantity  of  day  care  services  is  the  more  difficult  problem. 
In  the  major  cities  of  Madison.  Beloit  and  Milwaukee,  day  care  resources 
sufficiently  meet  the  needs  of  the  WIN  program.  However  in  the  more  rural  areas 
of  the  state  development  of  such  services  is  generally  resisted  and  in-the-home 
care  is  the  accepted  practice.  In  the  communities  where  more  care  services 
must  be  developed  if  the  WIN  concept  is  to  be  expanded  there  must  be  an  ex- 
pansive effort  to  educate  the  community  to  the  need  of  adequate  day  care.  Seed 
money  for  the  establishment  of  services  must  also  be  made  available.'* 

APPROPRIATENESS  FOR  REFERRAL  TO  WIN  ISSUE  EXCERPTS  FROM  STATES 
COMMENTS  ON  THE  WOEK  INCENTIVE  PROGRAM  (WIN) 

California 

"Referrals  to  WIN  by  County  welfare  departments  began  slowly.  In  the  first 
month  of  operation,  September  1968.  WIN  received  less  than  2.100  referrals 
from  the  counties.  But  the  number  of  referrals  increased  each  month.  By  Febru- 
ary, WIN  had  received  so  many  referrals  that  it  was  necessary  to  defer  enroll- 
ments for  AFDC  mothers.  Referrals  continued  to  pour  in  and  by  May  all 
enrollments  were  deferred." 
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Hawaii 

"Because  the  WIN  Program  requires  individual  eniployability  assessments 
of  each  AFDC  family  member  age  16  years  and  older  in  the  household,  social 
work  staff  have  encountered  difficulties  in  making  pre-referral  employability 
assessments  of  individual  family  members.  Coupled  with  the  difficulty  of  staff 
in  making  accurate  individual  assessments  in  the  particular  area  of  work  and 
training  is  the  fact  that  two-thirds  of  the  AFDC  caseload  on  Oahu  are  composed 
of  one-parent  households,  90%  of  which  are  headed  by  mothers,  whom  Hawaii 
has  elected  to  exclude  as  mandatory  for  referral  to  WIN." 

"The  Nixon  Administration  proposal  to  remove  state  discretion  on  who  is 
'appropriate'  for  referral  to  employment  or  training  will  help  to  eliminate 
social  work  staff  difficulty  in  assessing  borderline  cases  that  contribute  to  a 
broadening  of  the  criteria  of  'not  appropriate'." 

Iowa 

"To  date,  the  quality  of  Social  Service  referrals  to  the  Employment  Service 
has  been  outstanding.  Since  Iowa  does  not  have  an  AFDC-Unemployed  Parent 
Program,  all  of  the  referrals  are  VOLUNTARY.  Willingness  of  the  County  Social 
Services  to  assess,  refer  and  provide  supportive  services  for  WIN  enrollees  is 
extremely  positive.  The  rate  of  loss  of  referrals  between  the  two  agencies  has 
been  a  phenomenal  2%.  The  termination  rate,  for  other  than  completion,  of 
employability  plan,  is  around  11%." 

Kentucky 

"There  has  been  no  indication  of  reluctance  on  the  part  of  social  workers  to 
refer  all  Aid  to  Families  with  Dependent  Children  recipients  who  meet  estab- 
lished criteria  for  participation." 

"All  incapacitated  fathers  for  whom  the  physical  restoration  plan  calls  for 
rehabilitation  is  first  referred  to  the  Bureau  of  Rehabilitation  Services  counselor. 
The  social  worker  and  counselor  in  conjunction  with  the  client,  make  a  determina- 
tion of  appropriate  and  if  such  a  determination  is  made,  the  father  is  referred  to 
the  WIN  program." 

Maryland 

"At  the  beginning  of  the  Work  Incentive  Program  (WIN),  the  Social  Service 
Workers  did  not  refer  the  desired  number  of  appropriate  AFDC  recipients  to  the 
WIN  Offices  due  to  (a)  the  additional  problem  of  becoming  familiar  and  com- 
pleting the  referral  forms,  such  as  Form  DES-760,  a  burdensome  four-page  form 
showing  complete  history:  (b)  obtaining  the  desired  medical  examination  due  to 
lack  of  physicians,  and  cost;  (c)  finding  suitable  and  approved  child  care,  etc. 

However,  in  a  comparatively  short  time,  the  referrals  both  in  quantity  and 
quality  have  greatly  improved.  As  an  indication  of  this,  the  workers  of  our  local 
departments  had  referred  3580  AFDC  recipients  for  training  as  of  September 
30,  1969.  In  fiscal  1969,  we  were  allocated  2400  slots  and  in  fiscal  1970,  2700 
slots." 

Missouri 

I  do  not  believe  that  there  is  any  problem  or  delay  in  regard  to  referring  ADC 
recipients  for  training  and  employment  which  would  be  related  to  the  willingness 
of  the  welfare  workers  to  make  such  referrals,  not  to  the  criteria  used  by  the 
Division  of  Welfare  in  instructing  workers  as  to  the  kinds  of  cases  that  should 
be  referred.  Our  experience  in  the  two  metropolitan  areas  showed  that  there  is 
a  large  enough  reservoir  of  ADC  mothers  who  would  like  to  go  to  work  to  keep 
the  referrals  from  becoming  a  negative  factor." 

Montana 

"The  Welfare  Department  and  their  employees  have  made  every  effort  to  re- 
strict referrals  to  only  those  recipients  appropriate  for  the  program  and  have 
demonstrated  a  willingness  to  make  the  program  a  success.  Appropriations  and 
timeliness  of  referrals  is  continually  improving  as  workers  gain  experience  in  the 
program." 

North  Dakota 

"There  has  been  little  difficulty  in  identifying  appropriate  recipients  for  train- 
ing and  employment  and  the  200  WIN  "slots"  for  the  last  several  months  have 
been  nearly  if  not  completely  filled." 
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Oregon 

Oregon  has  requested  and  received  approval  for  a  multi-agency  Work  Evalua- 
tion Center  which  will  have  the  purpose  of  assessing  the  work  potential  and  train- 
ing needs  of  all  potential  WIN  referrals  in  a  three  county  area  including  the 
metropolitan  area  of  Portland,  Oregon.  The  center  will  have  a  combined  state  of 
Division  of  Vocational  Rehabilitation,  Division  of  Public  Welfare  and  Employ- 
ment Service. 

Pennsylvania 

"During  the  first  few  months  of  program  operation,  effort  was  expended  in 
educating  Department  of  Public  Welfare  personnel  of  the  purpose  of  the  pro- 
gram, and  in  placing  qualified  WIN  counselors  in  each  of  the  county  welfare 
offices.  In  the  last  several  months,  there  has  been  an  increased  awareness  on  the 
part  of  welfare  personnel,  cooperation  by  them  has  substantially  increased  and 
their  current  efforts  are  more  than  satisfactory." 

Tennessee 

"All  concerned  are  thoroughly  familiar  with  the  guidelines  for  participation  in 
WIN,  and  there  have  been  no  known  instances  of  non-willingness  on  the  part  of 
welfare  workers  to  refer  appropriate  AFDC  recipients  to  training  and  employ- 
ment." 

Wisconsin 

"The  welfare  worker  operates  on  the  premise  that  WIN  enrollment  means  a 
reduction  in  AFDC  assistance  caseload  and  costs.  Therefore  their  willingness  for 
referral  is  considered  generally  good  and  becoming  even  better.  The  success  of 
enrollees  tends  to  encourage  further  referral  and  to  motivate  potential  referrals 
to  show  more  interest." 

California 

Information  provided  by  the  office  of  Governor  Ronald  Reagan  on  the  Work 
Incentive  Program  (WIN)  in  California: 

Referrals  to  WIN  by  county  welfare  departments  began  slowly.  In  the  first 
month  of  operation,  September  1968,  WIN  received  less  than  2,000  referrals  from 
the  counties.  But  the  number  of  referrals  increased  each  month.  By  February, 
WIN  had  received  so  many  referrals  that  it  was  necessary  to  defer  enrollments 
for  AFDC  mothers.  Referrals  continued  to  pour  in  and  by  May  all  enrollments 
were  deferred.  Since  that  time,  new  referrals  have  been  enrolled  only  as  slots 
and  resources  became  available.  We  have  had  our  allotted  slots  filled  for  several 
months.  The  enrollees  who  fill  these  slots  are  "appropriate"  referrals — they  meet 
program  requirements.  We  do  not  know,  however,  whether  there  are  more  "appro- 
priate" recipients  not  being  referred  to  WIN.  We  have  not  yet  conducted  a  study 
which  would  give  us  this  type  of  information. 

Two  indices  that  are  related  to  the  quantity  and  quality  of  day  care  services 
provided  for  WIN  enrollees  are  (1)  "not  enrolled"  in  WIN  because  of  a  "lack  of 
adequate  child  care"  and  (2)  "drop  outs"  and  "other  terminations"  from  WIN 
because  "family  care  is  required." 

It  appears  that  initially  very  few  enrollees  are  "not  enrolled"  in  WIN  because 
they  "lack"  an  "adequate  child  care"  arrangement  but  as  enrollees  proceed 
through  the  program,  some  child  care  arrangements  fail  which  then  results  in 
a  number  of  enrollees  "dropping  out"  or  'terminating''  from  the  program. 

Payments  to  enrollees  of  welfare  supplements  for  training  related  needs  (i.e., 
transportation,  child  care,  etc.)  cannot  be  processed  in  some  counties  until  proof 
is  received  by  the  welfare  agency  that  the  expense  was  in  fact  incurred.  According 
to  WIN  sources  this  leads  to  "drop  outs"  from  the  program  as  enrollees  do  not 
have  funds  to  meet  these  expenses  as  they  do  occur.  The  enrollee  needs  the  money 
as  his  expenses  occur.  He  does  not  have  reserve  funds. 

Problems  which  arise  between  the  two  agencies,  such  as  should  WIN  offices 
report  enrollee  attendance  at  training  to  the  appropriate  welfare  agencies  are 
presently  being  discussed  between  the  two  agencies  at  monthly  meetings  of  the 
inter-departmental  policy  committee  and  the  local  operations  and  coordination 
sub-committee.  Both  agencies  also  are  involved  at  joint  tri-county  meetings  in 
discussing  local  cases.  Also,  all  new  regulations  dealing  with  WIN  are  cleared 
through  both  agencies  prior  to  issuance. 

Through  September  30.  1969  in  California  214.637  AFDC  recipients  had  been 
assessed  with  74.977  or  34.9%  being  deemed  appropriate  for  referral  to  WIN : 
— 68.327  or  91.1%  of  those  deemed  appropriate  for  referral  to  WIN  were 
actually  referred  to  WIN. 
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— 28,313  recipients  had  been  enrolled  in  WIN  which  is  41.4%  of  those  referred. 
— 16,800  training  groups  approved  first  year  1968-69  (Includes  training 

spaces  effective  prior  to  July  1,  1969 ) . 
— The  current  enrollment  in  WIN  is  18,339  which  is  109.2%  of  the  training 

spaces  approved. 

Florida 

Comments  on  Florida's  Work  Incentive  Program  (WIN)  by  Emmett  S.  Roberts, 
Director  of  the  Division  of  Family  Services  in  the  Florida  Department  of  Health 
and  Rehabilitative  Services  : 

"The  WIN  Program  received  legislative  approval  as  of  July  1,  1969,  and 
ten  weeks  were  allowed  for  leasing  quarters,  hiring  and  training  staff.  The 
first  referrals  were  to  be  made  on  September  15,  1969. 

"During  this  time  the  Division  of  Family  Services  in  the  seven  WIN 
counties  of  Dade,  Hillsborough,  Duval,  Orange,  Pinellas,  Escambia  and 
Broward  began  a  survey  of  their  caseloads  for  appropriate  referrals  to  the 
Program  using  the  attached  form  (5045 — AFDC  August,  1969). 

"To  assure  adequacy  of  child  care,  transportation  to  the  work  or  training 
site,  and  the  physical  fitness  of  the  client,  these  referrals  are  processed 
through  special  WIN  Units  in  the  seven  District  Offices  of  the  Division  of 
Family  Services.  This  concentration  of  the  WIN  Program  in  special  units 
will  assure  more  effective  use  of  this  Program. 

"While  it  is  too  soon  for  problems  to  be  identified  as  coming  out  of  the  WIN 
Program,  our  Project  WORK  has  given  us  a  year's  experience  in  effectively 
working  together  to  help  clients  become  employed  and  independent." 

Georgia 

Comments  on  the  Georgia  Work  Incentive  Program  (WIN)  by  H.  Oliver  Welch, 
Georgia  State  Planning  Officer  : 

While  Georgia  has  only  recently  become  actively  involved  in  the  program, 
it  has  rapidly  gained  acceptance  as  a  viable  program  for  assisting  depend- 
ent families  and  the  working  poor. 
Georgia  commenced  a  pilot  program  for  WIN  on  July  1,  1969,  which  included 
fourteen  counties.  Counties  were  chosen  on  basis  of  need. 

As  of  October  30,  1969,  122  active  participants  in  the  Georgia  WIN  Program. 
Approximately  200  participants  have  been  referred  from  local  welfare  agencies 
to  the  WIN  Program. 

Funding:  (A)  FY  1970— Georgia  was  funded  $1.49  million.  (B)  FY  1971— 
$1,813  is  being  requested  to  accommodate  some  1600  WIN  participants. 
Operation  of  Program: 
Selected  welfare  patients  are  referred  to  the  WIN  Program  after  two  condi- 
tions are  met — 

1.  Physical  examination  passed. 

2.  Adequate  day-care  services  provided  for  dependents. 
Effectiveness  of  WIN  Program  : 

(A)  Criteria  for  referral:  program  is  too  new  in  Georgia  to  evaluate  this 
factor  at  the  present  time. 

(B)  Adequacy  of  day  care  facilities:  This  is  a  problem  area  in  Georgia 
because  non-availability  of  day  care  centers  is  restricting  the  program  in 
Georgia. 

(C)  Multi-Agency  Cooperation:  Cooperation  between  our  Social  Services 
Agencies  and  the  State  Department  of  Labor  is  excellent. 

Hawaii 

Comments  on  the  Hawaii  Work  Incentive  Program  (WIN)  by  Governor 
John  A.  Burns : 

The  Public  Welfare  Division.  Department  of  Social  Services,  implemented 
the  public  welfare  aspects  of  the  Work  Incentive  Program  (WIN)  effective 
July  1,  1968 ;  the  Employment  Service  Division  of  the  Department  of  Labor 
and  Industrial  Relations,  the  manpower  aspects  of  the  program  effective 
mid-October,  1968.  Oahu  was  the  only  area  in  Hawaii  designated  by  the  Man- 
power Administration  eligible  for  participation  in  WIN. 
In  accordance  with  the  criteria  of  factors  to  be  considered  in  determining  the 
effectiveness  of  the  Hawaii  WIN  Program,  we  submit  the  following: 

1.  Criteria  to  refer  "appropriate"  AFDC  recipients  to  training  and  employ- 
ment. The  Department  of  Social  Services  has  willingly  conformed  with  the  re- 
quired order  of  referred  priorities  of  AFDC  recipients  as  contained  in  WIN  Pro- 
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gram  legislation.  Bases  for  social  work  determinations  of  the  "appropriateness" 
of  recipients  for  referral  to  WIN  have  been  the  families'  readily  available  Social 
Studies  used  by  social  work  staff  in  arriving  at  defined  services  to  be  provided 
to  family  members,  primarily  parents  in  the  home.  Because  the  WIN  Program 
requires  individual  employability  assessments  of  each  AFDC  family  member  age 
16  years  and  older  in  the  household,  social  work  staff  have  encountered  difficul- 
ties in  making  pre-referral  employability  assessments  of  individual  family  mem- 
bers. Coupled  with  the  difficulty  of  staff  in  making  accurate  individual  assess- 
ments in  the  particular  area  of  work  and  training  is  the  fact  that  two-thirds  of 
the  AFDC  caseload  on  Oahu  are  composed  of  one-parent  households,  90%  of 
which  are  headed  by  mothers,  whom  Hawaii  has  elected  to  exclude  as  mandatory 
for  referral  to  WIN. 

2.  Quality  and  quantity  of  day  care  children  affected  by  the  WIN  Program. 
The  Department  of  Social  Services  has  provisions  for  the  full  range  of  child  care 
services  and  payment  of  child  care  costs  to  be  made  available  to  parents  as 
needed  for  participation  in  any  employment  or  training  program.  The  child  care 
situation  in  Hawaii,  however,  is  as  follows : 

a.  AFDC  mothers  volunteering  for  WIN  are  assuming  their  own  responsi- 
bility in  arranging  child  care  with  relatives,  neighbors  and  friends  on  a 
cost-free  basis ; 

b.  Social  work  staff  have  utilized  to  the  maximum  supportive  service 
funds  available  with  other  work-training  programs  (for  example,  the  Con- 
centrated Employment  Program  of  Honolulu)  to  meet  the  cost  of  child  care 
for  mothers  participating  in  other  work-training  programs  being  used  by 
WIN  for  WIN  purposes ;  and 

c.  Community  Action  programs  have  indicated  interests  and  initiated  plans 
on  their  own  for  the  development  of  child  care  facilities  in  their  respective 
areas  to  accommodate  residents  of  the  areas. 

3.  Cooperation  between  the  State  Employment  Service  office  and  the  welfare 
agency.  Generally,  the  cooperation  between  the  coordinate  agencies  has  been 
excellent.  Despite  the  uncoordinated  start  in  the  implementation  of  WIN  in 
Hawaii,  the  employment  service  agency  has  been  effective  in  consistently  pro- 
viding for  the  employment  and  training  of  at  least  two-thirds  of  those  recipients 
referred  to  work  and  training  under  WIN.  Problems  that  have  arisen  between 
two  coordinate  agencies  have  been  primarily  directly  related  to  differences  be- 
tween agencies  in  organizational  staffing  structures  and  in  methods  being  used 
in  the  delivery  of  services  to  clientele. 

The  Department  of  Social  Services,  in  recognizing  the  need  to  resolve  primary 
problems  lessening  the  effectiveness  and  further  development  of  the  WIN  Pro- 
gram, is  taking  the  following  steps  to  resolve  some  of  the  more  pressing  problems 
at  this  time : 

1.  Relating  to  employment  and  training  to  supplement  family  service  plans  cur- 
rently in  existence.  The  Nixon  Administration  proposal  to  remove  state  discre- 
tion on  who  is  "appropriate"  for  referral  to  employment  or  training  will  help 
to  eliminate  social  work  staff  difficulty  in  assessing  borderline  cases  that  con- 
tribute to  a  broadening  of  the  criteria  of  "not  appropriate." 

2.  Assuming  a  more  comprehensive  coordinated  role  with  other  community 
agencies  and  work-training  program  in  planning  and  developing  child  care  re- 
sources for  recipients.  This  will  in  effect  mean  availing,  to  the  maximum,  depart- 
mental resources  in  providing  child  care  services  and  in  meeting  child  care  costs 
for  those  needing  such  services,  xlrrangements  with  other  agencies  providing 
supportive  services  and  funds  have  already  been  finalized  in  the  effort  to  avoid 
duplication.  The  Nixon  Administration  proposal  to  increase  federal  funding  for 
supportive  services  will  promote  development  of  additional  child  caring  facil- 
ities for  those  recipients  in  need  of  such. 

3.  Restructuring  staff  assignments  to  provide  for  better  WIN  Program  serv- 
ices, caseload  management,  accounting  and  reporting,  and  communications  with 
employment  service  staff.  Such  restructuring  of  staff  assignments  will  be  in 
accord  with  the  departmental  plan  in  separating  eligibility  determination  from 
service  functions  and  will  provide  for  more  meaningful  and  focused  delivery 
of  services  to  recipients. 

Idaho 

Comments  on  the  Idaho  Work  Incentive  Program  (WIN)  by  Governor  Don 
Samuelson : 

It  would  appear  to  me  very  difficult  to  arrive  at  a  number  of  eligible 
recipients  that  are  appropriate  for  referral  to  the  WIN  program.  Obviously 


1311 


we  have  the  figures  on  the  number  of  mother  recipients ;  however  under 
WIN  regulations,  only  part  of  these  are  actually  appropriate  for  referral. 
The  following  is  a  report  developed  by  the  Department  of  Employment  on  the 
current  status  of  WIN  in  Idaho.  Since  this  program  has  only  been  effective  in 
Idaho  since  July  1,  1969,  I  think  the  report  demonstrates  considerable  progress 
and  effort  being  made  to  place  appropriate  AFDC  mother  into  training.  In  Idaho 
the  unemployed  father  is  not  eligible  for  AFDC. 

Due  to  a  legal  barrier  in  the  Idaho  Law,  it  was  necessary  for  the  1969  session 
of  the  Idaho  Legislature  to  remove  this  barrier  and  amend  the  Idaho  Law  so  as 
to  make  participation  by  Idaho  in  the  WIN  Program  effective  July  1,  1969.  This 
effective  date  means  that  Idaho  has  been  participating  in  WIN  for  almost  120 
days  and  has  operating  reports  for  three  consecutive  months  (July-August- 
September). 

On  July  1,  1969  the  Idaho  Department  of  Employment  was  prepared  to  receive 
WIN  enrollees  from  the  Idaho  Department  of  Public  Assistance.  The  referrals 
from  Public  Assistance  were  relatively  slow  to  materialize  but  by  mid  and  late 
July  several  WIN  referrals  had  been  made  to  the  Department  of  Employment 
and  these  referrals  have  been  building  up  week  by  week  until  as  of  the  17th  of 
October  we  had  267  persons  enrolled  as  WIN  trainees.  Since  July  1,  1969,  267 
persons  have  been  referred  to  us  and  enrolled,  and  we  have  had  34  terminations 
due  to  marriage,  leaving  the  state,  placement,  and  etc. 

The  Department  of  Employment  has  been  able  to  accept  and  handle  aH.  en- 
rollees with  no  delays  in  accepting  referrals.  We  have  taken  the  initiative  in 
contacting  Public  Assistance  at  all  levels  to  offer  cooperation  and  assistance  in 
making  the  Idaho  WIN  Program  effective.  The  Department  of  Employment  could 
have  accepted  referrals  from  Public  Assistance  at  a  more  rapid  rate  than  was 
experienced.  From  time  to  time  we  have  heard  of  difficulties  developing  in 
processing  of  medical  exams  and  child  care  for  potential  WIN  applicants.  In 
discussing  this  with  the  Director  of  Public  Assistance,  we  are  not  sure  he  agrees 
with  this  unofficial  assessment.  The  present  on-board  enrollee  strength  is  below 
the  planning  estimates  that  were  made  prior  to  July  1,  1969.  The  233  actual 
enrollees  is  about  50%  of  the  480  slots  assigned  to  Idaho.  At  the  present  rate  of 
referral  from  Public  Assistance,  we  probably  will  not  complete  our  planned  en- 
rollment schedule  at  the  estimated  date.  Assessing  all  attendant  problems  in- 
volved in  establishing  a  new  program,  including  hiring  and  training  a  new  pro- 
gram staff,  we  have  not  done  badly  considering  all  the  estimates  that  had  to  be 
made  because  of  lack  of  WIN  operating  experience. 

Additional  information  supplied  by  Governor  Samuelson  about  the  WIN  pro- 
gram in  Idaho : 

The  AFDC  careload  in  the  eight  counties  covered  by  the  WIN  program  in 
Idaho  is  2,468  and  represents  10.7%  of  the  AFDC  careload  in  the  State  which  is 
3,466. 

Amount 

Federal  allocation  for  WIN  program  $538,  000 

State  allocation  for  WIN  program   124,  500 


Total   672,  500 

Of  the  233  individuals  enrolled  in  WIN  as  of  October  17,  1969,  3  were  Negroes, 
4  were  American  Indians,  1  was  Oriental,  and  3  were  Mexican-American. 

Indiana 

Comments  by  William  R.  Sterrett,  Administrator,  Indiana  Department  of  Pub- 
lic Welfare  on  the  Work  Incentive  Program  (WIN)  : 

Indiana  has  not  yet  implemented  the  WIN  program. 

It  is  estimated  that  it  will  be  at  least  January  1,  1970.  before  the  program 
can  be  in  operation  and  it  would  be  several  months  following  that  date 
before  the  effectiveness  of  the  program  could  be  assessed. 
Indiana  has  had  for  approximately  8  years  a  Work  Training  program  on  a 
small  scale  and  for  3  years  had  the  OEO  (Title  V)  program.  Based  on  experience 
in  these  programs,  we  feel  the  WIN  program  is  one  of  the  best  approaches  to 
solving  the  problem  of  increased  AFDC  caseloads  and  expenditures.  It  is  also 
our  opinion  that  the  WIN  program  will  fit  in  very  well  with  the  President's 
Family  Assistance  program. 
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Iowa 

Information  from  Governor  Robert  D.  Ray  on  the  Work  Incentive  Program 
(WIN)  in  Iowa. 

1.  State  utilization  of  WIN  program. — After  enabling  legislation  in  April  of 
this  year,  Iowa  inaugurated  the  WIN  Program  in  six  project  areas.  Five  of 
the  six  projects  are  at  or  above  assigned  slot  level.  There  is  a  waiting  list  of 
eligible  volunteers  in  these  five  projects.  Statewide,  625  of  the  700  slots  are 
tilled.  Our  State  CAMPS  Plan  for  FY  70  suggested  doubling  the  program  in  Iowa, 
but  the  Regional  Manpower  Administrator  disapproved  this  plan. 

2.  Child  Care. — Where  needed,  Child  Care  Plans  must  be  developed  prior  to 
referral  to  the  program.  Each  plan  must  be  developed  with  parental  participa- 
tion and  approval.  Due  to  an  acute  shortage  of  licensed  clay  care  centers  in 
Iowa,  almost  all  child  care  plans  are  licensed  day  care  homes.  These  facilities 
must  meet  State  and  Federal  Licensing  Standards.  The  Iowa  Department  of 
Social  Services'  Day  Care  Services  Unit  has  been  directed  to  give  PRIORITY 
to  licensing  present  day  care  centers  and  lending  assistance  in  developing 
new  child  care  centers  throughout  the  State.  Even  with  the  acute  shortage 
of  CENTERS,  there  are  no  CUSTODIAL  or  WAREHOUSES  in  Iowa.  Every 
child  care  plan  MUST  meet  the  needs  of  the  individual  child  for  normal  growth 
and  development. 

3.  Quality  of  referrals. — To  date,  the  quality  of  Social  Service  referrals 
to  the  Employment  Service  has  been  outstanding.  Since  Iowa  does  not  have 
an  AFDC-Unemployed  Parent  Program,  all  of  the  referrals  are  VOLUNTARY. 
Willingness  of  the  County  Social  Services  to  assess,  refer  and  provide  support- 
ive services  for  WIN  enrollees  is  extremely  positive.  The  rate  of  loss  of  re- 
ferrals between  the  two  agencies  has  been  a  phenomenal  2%.  The  termination 
rate,  for  other  than  completion  of  employability  plan,  is  around  11%. 

4.  Quality  of  training. — Every  effort  is  made  to  provide  each  INDIVIDUAL 
enrollee  with  a  quality  course  of  instruction  or  job  training.  Iowa  has  not  set 
up  special  training  sites  nor  negotiated  for  special  classes  restricted  to  WIN 
enrollees.  Enrollees  are  slotted  into  on-going  programs  and  cannot  be  distin- 
guished in  any  way  from  any  other  student  in  the  institution  or  job  site.  Of 
paramount  consideration  is  the  individual  choice  of  career  field  and  institu- 
tional preference.  Our  main  sources  for  vocational/institutional  training  are  the 
Universities,  Area  Community  Colleges,  MDTA  and  private  institutions.  We 
are  careful  NOT  to  offer  training  if  jobs  are  not  available,  or  automation 
may  overtake  the  job. 

5.  Multiagency  eooperation. — Community  acceptance  and  participation  in 
the  WIN  Program  appears  to  be  very  good.  There  is  absolutely  no  doubt  that 
state  agencies  are  cooperating  to  the  fullest.  For  example,  the  Department  of 
Public  Instruction  has  in  innumerable  instances  gone  out  of  their  way  to 
tailor  instruction  to  the  needs  of  WIN  enrollees.  The  Department  of  Rehabilita- 
tion and  Educational  Services  continually  offers  both  supportive  services  and 
financial  assistance  for  WIN  enrollees  meeting  DRES  eligibility  requirements. 

At  County  level  (Project  level),  the  cooperation  between  the  Employment 
Service  and  Social  Services  is  very  good. 

Comments  by  Governor  Louis  B.  Nunn  on  the  Work  Incentive  Program 
(WIN)  in  Kentucky. 

General  public  response  to  the  WIN  program  has  been  favorable,  and  we 
see  a  bright  future  for  the  program  here  in  Kentucky. 
(The  following  report  was  provided  by  Governor  Nunn. ) 

REPORT  ON  WORK  INCENTIVE  PROGRAM  IN  KENTUCKY 

Partcipation  in  the  Work  Incentive  Program  in  Kentucky  is  restricted  to  Aid 
to  Families  with  Dependent  Children  mothers  and  incapacitated  fathers  who 
volunteer  to  participate. 

There  has  been  no  indication  of  reluctance  on  the  part  of  social  workers  to 
refer  all  Aid  to  Families  with  Dependent  Children  recipients  who  meet  estab- 
lished criteria  for  participation. 

All  Aid  to  Families  with  Dependent  Children  mothers  who  volunteer  are  con- 
sidered appropriate  unless  their  participation  is  precluded  by: 

1.  Illness  or  disability  as  determined  by  a  physical  examination  to  a  degree 
that  ability  for  continuing  participation  is  questionable.  Although  the  physical 
examination  will  not  be  performed  until  after  a  case  is  transferred  to  a  WIN 
worker,  the  regular  worker  will  screen  out  those  mothers  who  are  pregnant, 
extremely  obese,  mentally  deficient  to  a  degree  to  be  considered  non-trainable  and 
those  of  advanced  age. 
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2.  Necessity  of  remaining  in  the  home  to  care  for  ill  or  incapacitated  house- 
hold members  or  the  need  to  be  in  the  home  during  normal  working  hours  to  per- 
form homemaking  duties  for  a  large  family  or  a  family  for  whom  normal  func- 
tioning cannot  be  routinized. 

3.  Living  so  far  away  from  work  or  training  sites  that  participation  would  be 
impractical.  Although  arrangements  for  transportation  from  central  pickup 
points  is  the  responsibility  of  the  Employment  Service  and  lack  of  available 
transportation  in  itself  is  not  a  precluding  factor,  an  individual  would  not  be 
considered  appropriate  if  it  is  obvious  that  excessive  costs  or  time  involved  in 
transportation  would  minimize  the  benefits  from  participation. 

4.  Inadequacy  of  child  care  to  meet  the  needs  of  individual  children.  Inade- 
quacy includes  the  concept  of  accessibility  to  the  home  of  available  child  care 
facilities.  Child  care  plans  which  involve  excessive  cost  or  time  factors  for 
transportation  or  multiple  plans  for  individual  children  may  be  a  precluding 
factor  in  individual  case  situations. 

5.  Situations  in  which  participation  would  be  inimical  to  the  welfare  of  the 
family  including  overburdening  of  older  children,  older  children  who  due  to 
environmental  conditions,  emotional  or  behavior  problems  need  parental  super- 
vision during  after  school  hours,  etc. 

6.  A  combination  of  negative  factors,  including  age,  lack  of  basic  education, 
and/or  any  skill,  multiple  minor  physical  disabilities  which  would  substantially 
preclude  any  training  or  work  experience  that  would  lead  to  a  stability  of 
employment. 

7.  Current  employment,  unless  the  mother  has  the  potential  for  more  lucrative 
employment  and/or  desires  training  or  work  experience  to  prepare  he  to  earn  a 
living  wage. 

8.  Current  attendance  at  a  school  or  in  a  training  program,  unless  the  mother 
indicates  a  preference  for  the  WIN  program.  However,  she  may  not  participate 
in  both  unless  there  is  no  conflict  and  does  not  receive  two  Federal  payments. 

9.  Other  reasons  for  a  determination  of  inappropriateness  would  include  the 
parent  who  will  become  technically  ineligible  within  six  months  due  to  age  of 
youngest  child,  imminent  termination  of  institutionalization  of  the  father,  etc. 

All  incapacitated  fathers  for  whom  the  physical  restoration  plans  calls  for  re- 
habilitation is  first  referred  to  the  Bureau  of  Rehabilitation  Services  counselor. 
The  social  worker  and  counselor,  in  conjunction  with  the  client,  make  a  deter- 
mination of  appropriateness  and  if  such  a  determination  is  made,  the  father 
is  referred  to  the  WIN  program. 

Before  an  Aid  to  Families  with  Dependent  Children  mother  can  be  referred 
to  WIN,  adequate  child  care  plans  must  be  made.  The  parent  must  be  involved 
in  the  selection  of  the  appropriate  child  care  arrangements. 

The  worker  provides  the  parent  with  information  about  day  care  facilities 
within  the  community,  helps  the  parent  determine  the  best  child  care  plans 
based  on  an  evaluation  of  the  individual  child's  needs  and  on  a  continuing  basis, 
evaluates  the  effects  of  the  child  care  arrangements  on  the  child. 

The  types  of  permissible  child  care  arrangements  are  : 

1.  Care  in  the  child's  own  home  either  by  a  family  member  or  a  sitter 
hired  to  come  into  the  home. 

2.  Care  in  the  home  of  a  relative,  a  neighbor,  or  a  sitter. 

3.  Care  in  a  day  care  home  licensed  by  the  Department  of  Child  Welfare 
and  meeting  standards  of  the  Federal  Inter- Agency  Day  Care  requirements. 

If  the  care  is  in  the  child's  own  home,  it  is  the  responsibility  of  the  social 
worker  to  determine  that  the  individual  rendering  the  care  is  in  good  physical 
and  mental  health  and  is  able  to  adequately  care  for  and  supervise  the  child. 
The  age  of  the  keeper  is  considered  as  it  affects  his  or  her  physical  energy, 
flexibility,  and  ability  to  care  for  a  specific  child. 

In  addition  to  consideration  of  the  factors  applicable  to  care  in  the  child's 
own  home,  evidence  of  satisfactory  family  and  social  relationships,  sufficient 
physical  and  play  space  and  reasonable  safety  for  the  child  is  considered  if  care 
is  in  the  home  of  a  relative,  neighbor  or  sitter. 

The  table  below  provides  the  number  of  cases  currently  in  WIN  participation 
requiring  child  care,  the  number  of  children  provided  child  care  in  each  type 
of  child  care  arrangement  and  the  average  cost  per  child  per  month  in  each 
arrangement,  as  well  as  the  overall  average  cost  per  month. 
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Child  care 

Cases 

Number  of 
children 

Average 
monthly  cost 
per  child 

Total    

  1, 097 

2,722 

$33.21 

TyPeX  u 

Own  home   . 

  473 

1,427 

25.  06 

Home  of  other  person  

  514 

1,076 

40. 17 

Licensed  day  care..     

   110 

219 

52. 16 

Note:  The  average  number  of  children  per  family  requiring  day  care  is  2.5. 


Prior  to  and  after  implementation  of  WIN,  multi-agency  workshops  includ- 
ing Public  Assistance,  Employment  Service,  Bureau  of  Rehabilitation  Services, 
Department  of  Child  Welfare,  and  Department  of  Health  personnel  were  con- 
ducted and  have  appropriately  continued  in  a  cooperative  effort  to  coordinate 
and  correlate  services  to  WIN  participants.  This  has  resulted  in  extended  medical 
services  e.g.,  provision  of  eye  glasses  and  dentures  and  specialized  rehabilitation 
counseling  by  the  Bureau  of  Rehabilitation  Services,  identification  and  develop- 
ment of  child  care  facilities  by  Child  Welfare  and  provision  of  skin  tests,  x-ray 
and  preventive  medical  services  by  the  Health  Department  to  prospective  WIN 
enrollees  and  subsequent  to  enrollment.  The  expanded  communication  between 
these  agencies  has  helped  to  decrease  an  overlap  of  services  and  resulted  in  gen- 
eral improvement  in  services  in  which  each  agency  has  acquired  a  traditional 
expertise. 

The  planning  that  takes  place  around  the  individual  relevant  to  the  services 
that  must  be  provided  by  public  assistance  and  employment  service  in  order  to 
accomplish  the  dual  objective  of  strengthening  the  family  life  of  members  and 
to  plan  for  immediate  or  eventual  employment  of  the  WIN  enrollee  has  required 
constant  exchange  of  information  between  the  two  agencies  which  has  greatly 
enhanced  the  coordination  and  cooperation  of  these  agencies. 

Selection  of  certain  Eastern  Kentucky  counties  for  WIN  participation  where 
the  Aid  to  Families  with  Dependent  Children  caseload  is  comparatively  small, 
education  attainment  level  of  appropriate  individuals  is  quite  low,  job  oppor- 
tunities are  almost  totally  absent,  vocational  training  opportunities  are  scarce, 
and  the  population  is  so  thinly  scattered  that  transportation  cost  to  and  from 
training  sites  is  prohibitive,  seems  unrealistic.  For  example,  only  2  AFDC 
mothers  from  a  total  of  52  Aid  to  Families  with  Dependent  Children  cases 
in  Menifee  County  were  deemed  appropriate  for  WIN  participation.  Both  of 
these  mothers  were  obliged  to  commute  to  an  adjoining  county  for  a  week's 
WIN  orientation  at  considerable  transportation  expense.  Subsequent  to  orienta- 
tion one  of  these  needing  basic  education  has  necessarily  been  in  holding  status. 
The  other  who  had  completed  high  school  is  commuting  160  miles  per  day 
to  Lexington  for  occupational  training  in  the  field  of  radiology.  Eventual  em- 
ployment in  this  field  will  necessarily  be  in  some  distant  city  as  there  is  no 
demand  for  this  type  of  employment  in  the  region  of  her  residency. 

Despite  the  problems  in  the  Eastern  Kentucky  counties,  22  WIN  enrollees 
have  been  trained  and  placed  in  employment.  In  Louisville,  where  training  facili- 
ties and  vocational  training  opportunities  are  much  more  adequate  and  jobs 
are  readily  available  to  qualified  people,  80  have  been  trained  and  are  success- 
fully engaged  in  private  employment.  Typical  examples  of  the  training  received 
and  employment  obtained  is  provided  by  an  attachment. 

As  of  September  30,  1969,  the  Bureau  of  Public  Assistance  has  referred  a 
cumulative  total  of  1165  AFDC  recipients  in  Jefferson  County  and  1273  in  the 
22  Eastern  Kentucky  counties  to  Employment  Service  for  WIN  participation. 
At  that  time,  there  were  657  and  503  in  Jefferson  County  and  Eastern  Kentucky 
respectively  who  were  actively  enrolled  in  a  training  component. 

Typical  Win  Successes 

A  21  year  old  mother  of  2  children,  after  10  weeks  of  switchboard  internship 
training  at  the  local  Employment  Service  Office,  was  employed  by  South  Central 
Bell  Telephone  Company  at  a  beginning  salary  of  $1.67  per  hour. 

Another  mother,  age  35,  8th  grade  education.  5  minor  children  and  no  prior 
work  experience  or  skill,  was  placed  in  power  sewing  machine  training  in  accord- 
ance with  her  desire.  Upon  completion  of  training,  she  was  employed  by  a  local 
clothing  manufacturing  company  at  a  beginning  salary  of  $1.65. 
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A  mother,  age  24,  7th  grade  education,  4  dependent  children,  no  work  ex- 
perience or  skill,  was  employed  by  a  local  hospital  as  a  Community  Mental 
Health  Aide  at  $285.00  per  month  after  completing  high  school  equivalency  ob- 
taining a  G.E.D.  Diploma  and  completing  a  clerical  course  under  the  auspices 
of  WIN. 

Another  38  year  old  mother  with  16  children  ranging  in  age  from  2  to  17 
years,  obtained  employment  as  a  Ward  Clerk  after  4  months  WIN  training  at  a 
beginning  salary  of  $1,81  per  hour. 

Another  30  year  old  mother  of  2  children,  ages  5  and  8,  was  employed  by  the 
hospital  where  she  received  clerical  training  as  a  Medical  Records  Clerk  at 
$285.00  per  month,  beginning  salary. 

MARYLAND 

Information  in  the  Maryland  Work  Incentive  Program  (WTIN)  provided  by 
Paul  A.  Weinstein,  Executive  Assistant  to  Governor  Marvin  Mandel. 

A  report  on  the  Maryland  Work  Incentive  Program  to  Paul  Weinstein  from 
Raleigh  C.  Hobson,  Director  Maryland  State  Department  of  Social  Services 
At  the  beginning  of  the  Work  Incentive , Program.  (WIN),  the  Social  Service 
Workers  did  not  refer  the  desired  number  of  appropriate  AFDC  recipients  to 
the  WIN  Offices  due  to  (a)  the  additional  problem  of  becoming  familiar  and 
completing  the  referral  forms,  such  as  Form  DES-760,  a  burdensome  four-page 
form  showing  complete  history;  (b)  obtaining  the  desired  medical  examination 
due  to  lack  of  physicians,  and  cost;  (c)  finding  suitable  and  approved  child 
care,  etc. 

However,  in  a  comparatively  short  time,  the  referrals  both  in  quantity  and 
quality  have  greatly  improved.  As  an  indication  of  this,  the  workers  of  our 
local  departments  had  referred  3580  AFDC  recipients  for  training  as  of  Sep- 
tember 30,  1969.  In  fiscal  1969,  we  were  allocated  2400  slots  and  in  fiscal  1970, 
2700  slots. 

It  is  very  difficult  for  the  worker  and  the  mother  to  find  proper  day  care  for 
the  children  of  WIN  enrollees  due  to  the  inadequate  number  of  centers  and 
facilities  in  the  State.  Even  babysitting  type  of  care,  the  type  approved  by  the 
worker,  is  difficult  to  come  by.  The  problem  of  adequate  child  care  is  one  in 
which  our  Department  is  greatly  concerned. 

The  real  problem  of  starting  care  centers,  not  only  for  the  very  young,  but 
for  older  children  who  need  taking  care  of  before  and  after  the  school  hours  is 
the  problem  of  finding  qualified  staff,  desirable  buildings,  facilities  in  convenient 
neighborhoods,  etc. 

The  fact,  in  itself,  of  two  Departments,  with  different  functions,  working 
together  on  a  project  of  this  kind  is  most  always  likely  to  pose  problems. 
Maryland  and  perhaps  a  number  of  other  states  that  had  the  Work  Experience 
and  Training  Program  had,  no  doubt,  a  far  greater  advantage  than  those 
states  who  had  never  had  this  type  of  a  Program.  The  Work  Incentive  Pro- 
gram (WIN)  began  with  the  advantage  of  transferring  the  greater  number  of 
the  Work  Experience  and  Training  staff  to  the  WIN  Program,  whose  sponsor 
is  Employment  Security.  To  start  a  Training  Program  with  trained  staff,  a 
fair  number  of  recipients  already  in  the  Program  and  the  fact  that  the  "overall" 
staff  knew  each  other  and  had  worked  together  is  a  tremendous  advantage  in 
instigating  any  Project  of  this  type.  It  seems  that  the  greatest  problem  the 
WIN  Offices  (the  Employment  Security  staff)  have  is  finding  agencies,  training 
facilities  and  other  Departments  where  the  WIN  enrollee  can  be  properly 
schooled  and  trained  in  a  skill  in  which  he  can  make  a  liveable  wage.  At  this 
date,  the  Baltimore  City  Project  has  in  holding  900  enrollees  waiting  to  be  placed 
in  institutional  training.  The  WIN  Program  in  Maryland  is  fortunate,  in  that 
there  seems  to  be  a  great  deal  of  cooperation,  coordination  and  communication 
between  the  Department  of  Employment  Security  and  the  Department  of  Social 
Services.  Effective  counseling  on  the  part  of  the  WIN  training  staff  and  our 
department's  social  workers  has  been  available  as  needed.  There  has,  of  course, 
been  from  time  to  time  some  difficulties,  most  of  which  we  have  resolved  to  our 
mutual  satisfaction. 

A  report  on  the  Maryland  work  incentive  program  to  Paul  Weinstein  from 
J.  Donn  Aiken,  director,  Maryland  State  Employment  Service 
The  major  difficulties  affecting  the  operation  of  the  WIN  Program  in  Mary- 
land are  medical,  child  care  and  transportation  problems.  Specific  information 
regarding  the  problems  that  prevent  referral  of  AFDC  clients  to  WIN  would 
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have  to  come  from  the  Department  of  Social  Services.  However,  it  is  our  under- 
standing that  the  problems  noted  above  also  account  for  the  discrepancy  be- 
tween the  number  of  cases  assessed  and  those  considered  appropriate  for 
referral  to  WIN, 

Adequate  transportation,  particularly  in  the  rural  areas,  is  often  non-existent. 
The  problem  is  further  complicated  in  both  rural  and  urban  areas  because 
the  transportation  allowance  from  the  Department  of  Social  Services  is  limited 
to  a  flat  $15.00  per  month  which  has  proven  to  be  inadequate.  However,  con- 
certed efforts  are  now  being  made  to  raise  this  amount  in  the  next  fiscal  year. 

Lack  of  adequate  child-care  facilities  in  both  urban  and  rural  areas,  not 
only  prevents  referrals  to  WIN,  but  also  prevents  effective  participation  in 
training  after  enrollment.  In  Baltimore  City,  the  majority  of  WIN  enrollees 
rely  on  private  arrangements  with  relatives  and  friends  for  child  care.  Such 
arrangements  often  prove  to  be  unstable. 

The  degree  of  cooperation  between  the  Department  of  Employment  Security 
and  the  Department  of  Social  Services  is  steadily  improving.  Coordination  of 
services  in  the  county  WIN  projects  has  been  successfully  implemented  through 
designation  of  specific  caseworkers  to  provide  supportive  service  to  WIN  en- 
rollees. In  Baltimore,  a  special  unit  is  now  being  organized  within  the  Depart- 
ment of  Social  Services  to  provide  similar  coordination.  Joint  meetings  are 
regularly  held  to  continue  cooperative  efforts  and  to  solve  mutual  problems. 

An  additional  situation  that  presents  difficulties  for  WIN  is  the  lack  of 
sufficient  training  available  through  other  manpower  programs.  Most  of  the 
training  needed  by  WIN  enrollees  must  be  provided  through  WIN  components 
with  the  result  that  the  active  caseload  per  team  remains  in  excess  of  the 
number  that  can  be  serviced  properly.  Budgetary  cutbacks  at  the  Federal, 
State  and  local  levels  have  also  hampered  job  placement  efforts  at  the  end  of 
training,  particularly  in  the  area  of  Health  Aides,  Teacher  Aides  and  Social 
Service  Aides. 

In  spite  of  the  aforementioned  problems,  the  WIN  experience  in  Maryland  is  a 
promising  one.  The  recent  designation  of  Maryland  as  a  pilot  state  for  a  program 
of  Community  Coordinated  Child  Care  will  alleviate  many  of  the  difficulties  in 
this  area — Alleghany  County  has  already  significantly  expanded  day-care  facili- 
ties through  the  4C's  concept.  Additional  transportation  funds  and  continued  ex- 
ploration of  ways  to  provide  needed  transportation  in  rural  areas  will  encourage 
participation  in  WIN. 

Finally,  the  WIN  Program  to  date  has  resulted  in  a  significant  number  of  job 
placements  in  both  the  public  and  private  sector,  thus  effecting  a  reduction  in 
the  number  of  welfare  recipients.  Further  support  and  continued  effort  can 
assure  independence  and  dignity  for  an  increasing  number  of  our  citizens." 

MASSACHUSETTS 

Information  on  the  Massachusetts  Work  Incentive  Program  (WIN)  provided 
by  John  A.  Jackson,  Director  of  Federal-State  Relations  for  Governor  Francis 
Sargent. 

(The  following  information  was  provided  to  Mr.  Jackson  by  Herman  V.  La 
Mark,  Director  of  the  Massachusetts  Division  of  Employment  Security.) 

Win — Massachussets  summary  of  activities  to  September  30, 1969 

Since  the  start  of  the  program,  five  thousand  seven  hundred  ninty  three  (5,793) 
resumes  have  been  received,  and  three  thousand  six  hundred  thirty  seven  (3,637) 
have  been  enrolled.  Approximately  62%  have  been  enrolled. 

Since  the  start  of  the  program,  eleven  thousand  six  hundred  (11,600)  incen- 
tive payments  have  been  made. 

For  fiscal  1970,  two  hundred  and  eight  (208)  contracts  have  been  approved, 
and  the  amount  obligated  totals  $240,872.37. 

Since  the  start  of  the  program,  a  total  of  five  hundred  thirteen  (513)  con- 
tracts have  been  approved  with  total  funds  obligated  in  the  amount  of  $1,312,- 
359.68.  Of  these  contracts,  forty  nine  (49)  were  for  amounts  in  excess  of  $5,- 
000.00,  in  the  obligated  amount  of  $808,435.00. 

Since  the  start  of  the  program,  three  hundred  thirty  six  (336)  trainees  were 
placed  in  jobs.  An  additional  one  hundred  seventy  (170)  enrollees  secured  em- 
ployment through  their  own  efforts. 

The  following  is  a  breakdown  of  the  distribution  of  enrollees  into  components 
through  September  30, 1969  : 
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Number  of 


Component  enrollees 

Orientation   588 

Basic  Education   226 

Other  Pre-Vocational  (includes  Work  Experience)   337 

Institutional   1329 

Regular  OJT   16 

Other  Vocational  Training   62 

WIN  Full  Cost  OJT   3 

G.E.D   111 

Work  Internships   6 

Work  Intensive  Follow  Up   44 

Regular  Follow  Up   479 


Attached  sheets  give  a  resume  of  WIN  Program  in  Massachusetts  through 
June  30,  1969. 

STATE  SUMMARY — THE  WIN   PROGRAM   IN  MASSACHUSETTS 

I.  WIN  fiscal  year  1969. — The  WIN  program  in  Massachusetts  began  operation 
in  October  1968  with  eight  teams  in  the  Boston/Cambridge  area  and  eleven  full 
or  partial  teams  located  throughout  the  state.  The  program  was  funded  for 
$3,449,286  and  3000  slots  were  allocated.  Staff  positions  for  90.54  were  approved. 

Operations  the  first  year  began  slowly.  For  several  months,  the  teams  were 
servicing  a  large  number  of  hold-overs  from  the  Title  V  program.  It  took  time  for 
both  enrollees  and  team  personnel  to  familiarize  themselves  with  the  aspects, 
goals,  and  regulations  of  WIN. 

At  the  Administrative  level,  it  took  time  to  develop  contractual  procedures, 
provide  training,  devise  appeal  procedures,  clearify  concepts  and  evolve  stand- 
ards and  procedures  to  insure  uniformity  in  and  successful  accomplishment  of 
the  WIN  program. 

During  the  year  to  June  30,  1969,  the  teams  received  4529  resumes  from  the 
Welfare  Department  and  2676  Welfare  recipients  were  enrolled.  Incentive 
payments  totaled  7792.  Three  hundred  and  five  (305)  sub-contracts  with  training 
facilities  and  institutions  were  approved  for  training  of  enrollees  on  group  and 
individual  basis.  Training  was  inaugurated  for  a  wide  variety  of  sklls — from 
the  conventional  hairdressing,  clerical,  mechanical,  etc.  to  the  more  imaginative 
and  unusual  cake  decorating,  electrology  and  travel  industry  training.  Training 
was  high-level,  individualized  and  aimed  at  the  eventual  result  of  meaningful, 
productive,  mobile  employment  for  the  enrollee. 

The  following  is  a  breakdown  of  the  distribution  of  enrollees  into  com- 
ponents through  June  30,  1969 : 


Component  enrollees 

Orientation    390 

Basic  Education   161 

Other  Pre-Vocational   286 

Institutional    792 

Regular  OJT   11 

Other  Vocational  Training  (Para  Professional)   31 

Full  Cost  OJT   3 

G.E.D.    82 

Work  Internship   5 

Intensive  Follow-Up   31 

Regular  Follow-Up   289 


Approximately  289  enrollees  were  placed.  There  are  no  accurate  figures  avail- 
able at  this  time  on  the  amount  of  money  saved  Welfare  as  a  result  of  these 
placements  since  Welfare  was  unable  to  devise  a  system  of  providing  this 
information  to  WIN  until  after  June  of  1969. 

Excellent  cooperation  continued  throughout  the  year  with  the  Welfare  Depart- 
ment on  both  administrative  and  local  levels.  Where  difficulties  arose,  Welfare 
WIN  coordinators,  WIN  administrative  staff,  Team  personnel,  local  DES  Office 
Managers  and  District  Superintendents  worked  together  to  resolve  the  problems. 
Irea  meetings  were  held  with  WIN  teams  and  their  counterparts  on  Welfare  to 
discuss  problems  and  clear  up  misconceptions  and  misunderstandings.  These 
sessions  were  of  great  value  and  most  successful. 


36-662 — 70—  pt.  4  19 


1318 


Training  for  WIN  peronnel  was  conducted  on  a  formal  basis  by  the  Division 
of  Employment  Security's  Training  Department.  The  personnel  of  this  depart- 
ment were  interested  and  involved  in  WIN  and  conducted  training  on  all  phases 
of  it :  teams  concept,  contracting  procedures,  WIN  policies  and  procedures,  and 
WIN  statistical  forms.  In  addition,  this  department  contributed  greatly  to  the 
formulation  of  contractural  and  appeal  procedures.  Its  contribution  to  Massa- 
chusetts WIN  is  immeasurable  and  invaluable.  WIN  is  indebted  to  them  for 
their  aid  and  support. 

Informal  training  to  individual  teams  and/or  team  members  was  given  on  an 
as/needed  basis  by  WIN  Supervisors  in  record  keeping,  reporting  systems, 
contractual  services,  etc.  Some  member  of  the  Administrative  staff  was  always 
available  to  assist  the  teams  with  problems.  Two  area  meetings  were  held  by 
staff  with  the  teams  to  resolve  problems.  The  Boston  teams  hold  sessions  once 
a  month  to  keep  informed  of  changes  in  policies,  discuss  problems,  etc. 

It  is  still  early  in  the  program  to  make  any  meaningful  in-depth  overall  evalu- 
ation of  the  success  of  WIN.  Mistakes  and  errors  of  judgment  were  made.  There 
were  some  failures  and  disappointments.  Some  problems  still  have  to  be  worked 
out.  New  problems  arise  to  be  solved.  Considering  the  new  approach,  WIN  brings 
to  one  of  our  most  pressing  socio-economic  problems,  the  innovation  of  the  team 
concept,  the  many  and  complex  problems  surrounding  a  new  program,  the  WIN 
staff  and  teams  are  proud  of  their  accomplishments,  tangible  and  intangible, 
in  FY  1969. 

II.  Changes  requested  in  fiscal  year  1970  'budget. — Based  on  the  experiences 
of  FY  1969,  and  in  consultation  with  the  teams,  a  WIN  adviser  from  the  Depart- 
ment of  Labor,  and  the  WIN  State  Welfare  Coordinator,  Massachusetts  feels 
that  changes  should  be  made  in  the  WIN  operations  in  1970.  An  additional  250 
slots  have  been  requested,  slots  reassigned  from  last  year,  teams  expanded  and 
additional  personnel  requested  in  the  new  plan  and  budget. 

In  1969,  90.54  staff  positions  were  originally  approved.  The  magnitude  of  the 
Boston  program  was  such  that  an  additional  position  of  Manager  was  requested 
and  approved.  The  setting  up  of  the  Work  Sample  program  required  an  addi- 
tional six  staff.  Staff  was  assigned  on  a  basis  of  one  employee  to  31  enrollees. 
Teams  were  split  between  two  or  more  cities.  Some  areas  were  allotted  too 
many  slots  for  the  amount  of  referrals  received ;  some  too  few. 

Experience  has  shown  that  split  teams  are  not  satisfactory,  resulting  in  over- 
burdening the  counselors,  excessive  travel  time,  and  dividing  the  time  and  atten- 
tion of  the  teams. 

It  has  proved  more  feasible,  efficient,  and  productive  to  increase  a  full  team 
to  five  and  assign  staff  on  a  basis  of  one  to  twenty-seven  (27)  enrollees.  Paper 
work  has  become  so  burdensome  that  each  team  must  have  a  full  time  clerk. 
Preliminary  work  on  referrals  from  Welfare  was  greater  than  anticipated. 

An  additional  team  has  been  requested  for  the  Pittsfield/North  Adams  area. 
This  was  done  at  the  instigation  of  the  local  CAP  agency,  request  of  the  local 
DES  office,  and  because  it  is  apparent  that  WIN  services  are  needed.  With  the 
addition  of  this  team,  all  of  Massachusetts  will  be  covered  by  WIN.  (This  is 
documented  in  the  Pittsfield/North  Adams  Plan  and  Budget). 

An  additional  250  slots  has  been  requested  bringing  the  total  for  FY  1970 
to  3250.  Slots  were  assigned  judiciously,  based  on  need,  expectations  of  success, 
and  experience  in  1969. 

Split  teams  were  eliminated.  A  full  team  operating  out  of  a  central  location 
(i.e.  Lawrence/Haverhill  team  located  in  Lawrence  three  days  a  week  and 
Haverhill  two  days)  can  operate  more  competently,  efficiently  and  service  a 
larger  area.  In  many  instances  (i.e.  Lynn)  half  teams  were  unable  to  hancUe 
volume  of  referrals. 
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PROJECTION  FOR  SLOTS  AND  PERSONNEL 


City 


Number 
personnel   Number  teams 


Amount 


Boston. 


Brockton  

Worcester  

Quincy  

Springfield... 
Northampton. 

Lawrence  

Lowell  

Lynn  

Maiden  

New  Bedford. 

Fall  River  

Pittsfield  


50  8  complete  teams  plus  1  sup.  manager,  1  E.S.  manager, 
2  principal  counselors,  1  senior  clerk-stenographer,  6 
sample  program. 

5  1  team  

6  1  team,  plus  1  additional  senior  counselor  

5  1  team  :  

10  2  teams  

5  1  team  

5  1  team  

5  1  team  

6  1  team,  plus  1  senior  counselor  

5  1  team  

5  1  team  

5  1  team  

5  1  team  


1,200 


150 
200 
150 
30Q 
150 
150 
150 
200' 
150 
150 
150 
150 


Total. 


3,250 


Note:  Team— 1  senior  counselor,  1  head  interviewer,  1  principal  interviewer,  1  employment  aide,  1  junior  clerk-typist 


Personnel  costs  increased  in  Massachusetts  from  1969  due  to  a  wage  increase 
of  $20.00  weekly  granted  by  the  Legislature.  Increase  clerical  work  has  created 
a  need  for  additional  clerical  help  at  the  administrative  level. 

Work  will  be  started  on  Special  Work  projects  during  FY  1970.  It  may  be 
necessary  to  assign  a  supervisor  as  a  Special  Works  Project  Coordinator  to 
insure  the  incorporation  of  this  component  into  WIN  with  a  minimum  of 
bottlenecks. 

Each  individual  plan  was  written  by  the  team  and  in  each  case  projections  for 
FY  1970  are  based  on  previous  experience.  Figures  for  hourly  cost  of  training 
were  arrived  at  by  taking  the  average  cost  for  training  in  FY  1969  of  the  area 
served.  Attached  are  charts  which  give  average  state  costs  and  which  were  used 
by  some  teams.  In  a  few  instances,  teams  conducted  more  in-depth  studies  of  their 
own.  All  teams  adhere  to  the  WIN  Handbook  guidelines  in  all  activities. 

In  any  area  that  had  a  half  team  in  two  locations,  and  now  will  be  separate 
teams,  carry  forward  funds  were  either  divided  between  the  two  cities  (i.e. 
Quincy /Brockton  each  were  allocated  one-half  of  the  funds)  or  were  assigned  to 
one  city. 

In  no  case,  were  any  carry-forward  funds  transferred  fyoni  one  area  budget  to 
another  or  from  part  A/B  to  C/D  on  the  MA  3100-13.  This  resulted  in  a  surplus 
of  $5835  in  funds  unused  in  the  Lawrence/Lowell  area.  An  explanation  of  how 
funds  were  used  is  noted  on  the  MA-3100-13. 

III.  Major  problem  areas  in  1969. — The  problems  that  confronted  WIN  in  1969 
can  be  reduced  to  these  major  areas  : 

1.  Reporting  system. — Overly  complex  and  time  consuming. 

2.  Lack  of  day  care  centers. — Decided  lack  of  day  Care  Centers  in  all  areas 
Very  slowly  being  resolved  as  more  and  more  organizations  become  aware  of 
the  necessity  of  adequate  day  care  centers  to  meet  the  needs  of  Welfare 
recipients. 

3.  Team  staff  turnover  and  insufficient  clerical  help.— This  problem  was 
primarily  indigenous  to  the  Boston  area.  The  recent  salary  increases  may 
alleviate  this  problem  in  FY  1970. 

4.  Slow  start  of  basic  education,  orientation,  and  work  sample  compo- 
nents.— Again  this  is  primarily  a  Boston  area  problem.  Steps  have  already 
been  initiated  to  speed  up  intake  into  these  components. 

5.  Liaison  with  welfare. — Some  areas  have  had  difficulty  communicating* 
with  Welfare  Case  Workers,  basically  because  the  heavy  case  loads  of  the 
Case  Worker  has  prevented  her  from  devoting  sufficient  time  to  WIN  refer- 
rals and  their  problems.  The  Welfare  Department  has  requested  in  its  FY 
1971  budget  106  WIN  Case  Workers.  If  approved,  this  will  mean  that  a  Wel- 
fare worker  in  each  area  will  be  assigned  only  a  WIN  case  load.  This  will 
tend  to  eliminate  some  of  the  present  problems  of  communication,  inappro- 
priate referrals,  etc. 

IV.  Goals  for  1970. — WIN  for  1970,  has  set  for  itself  several  important  goals  in 
areas  that  were  either  unattended  to  because  of  the  many  time-consuming  details 
involved  in  a  new  program,  lack  of  staff,  etc.  Plans  for  implementing  these  goals 
are  already  being  worked  out 
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(A)  Reporting  system. — Management  Analysts  are  working  with  key  per- 
sonnel to  find  methods  that  will  uniformly  simplify  the  assembling  of  data 
for  the  MA  reporting  requirements  without  altering  the  statistical  informa- 
tion required. 

(B)  Self -monitoring. — Plans  are  being  formulated  to  institute  a  system  of 
self -monitoring  of  the  teams.  A  supervisor  (Operations  Specialist)  has  been 
assigned  to  this  and  is  devising  a  self -monitoring  system  and  will  evaluate 
the  progress  and  performance  of  each  team  every  two  months. 

(C)  Team  budget  control. — With  the  cooperation  of  the  Fiscal  Department, 
a  system  of  budget  control  of  all  costs  will  be  devised  for  control  of  expendi- 
tures. This  will  insure  a  running  inventory  of  costs  and  assist  the  teams  in 
preparing  future  budgets. 

(D)  Training. — Training  will  be  given  by  the  Reports  and  Documents 
Specialist,  and  the  Contract  Specialist  to  new  personnel.  In  addition  they  will 
give  refresher  training  and  assistance  as  needed. 

Formal  training  for  instructing  the  teams'  Job  Developers  has  been 
requested  from  the  Training  Department. 

(E)  Management  tools. — The  Administrative  staff  must  have  statistical 
information  available  on  an  accumulative  basis  for  evaluation  informational 
purposes  in  regard  to  number  of  enrollees  in  each  component,  amount  of 
money  saved  Welfare  by  WIN,  number  completing  training,  etc.  A  program  to 
simplify  the  collecting  and  maintaining  of  such  information  is  being  planned. 

(F)  Special  mork  project. — Pending  the  approval  of  this  budget,  plans 
will  be  formulated  to  inaugurate  Special  Work  Projects,  approximately  100 
slots  are  anticipated  statewide. 

MISSOURI 

Comments  by  Governor  Warren  E.  Hearnes  on  the  Work  Incentive  Program 
( WIN )  in  Missouri  : 

"I  do  not  believe  that  there  is  any  problem  or  delay  in  regard  to  referring 
ADC  recipients  for  training  and  employment  which  would  be  related  to  the 
willingness  of  the  welfare  workers  to  make  such  referrals,  nor  to  the  criteria 
used  by  the  Division  of  Welfare  in  instructing  workers  as  to  the  kinds  of  cases 
that  should  be  referred.  Our  experience  in  the  two  metropolitan  areas  showed 
that  there  is  a  large  enough  reservoir  of  ADC  mothers  who  would  like  to  go  to 
work  to  keep  the  referrals  from  becoming  a  negative  factor. 

"The  quality  and  quantity  of  day  care  services  available  for  WIN  children 
in  the  low-income  areas  of  the  cities  is  not  as  good  as  we  would  like  it  to  be. 
There  are  extremely  few  day  care  centers  in  these  areas,  and  most  of  them  are 
filled  and  have  waiting  lists.  We,  therefore,  have  to  depend  upon  nearby  relatives, 
friends,  or  neighbors,  many  of  whom  are  also  ADC  recipients,  to  furnish  care 
either  in  the  recipient's  home  or  in  their  own  home.  Some  of  this  type  of  care 
is  excellent,  while  others  would  be  of  minimum  quality.  One  of  the  basic  factors 
which  will  affect  the  growth  of  the  WIN  program  is  whether  or  not  there  will 
be  funds  for  increasing  day  care  facilities,  particularly  in  the  various  types  of 
group  care. 

"I  am  certain  there  is  a  high  degree  of  cooperation  in  Missouri  between  the 
Division  of  Employment  Security  and  the  Division  of  Welfare.  At  both  the  .state 
and  local  levels  there  are  functioning  coordinating  committees.  Due  to  the  fact 
that  two  agencies  are  involved,  there  are  certain  delays  and  misunderstandings 
which  probably  would  not  occur  if  the  total  program  were  operated  by  one 
agency. 

"I  further  believe  that  the  quality  and  effectiveness  of  the  WIN  program  has 
been  steadily  increasing  as  experience  has  been  gained  with  it.  and  while  the 
program  has  not  grown  as  rapidly  as  we  anticipated,  it  is  now  definitely  on  the 
increase  and  should  continue  to  accelerate." 

MONTANA 

Comments  by  Governor  Forrest  H.  Anderson  on  the  Work  Incentive  Program 
(WIN)  in  Montana : 

"The  State  of  Montana  has  had  a  Work  Incentive  Program  in  operation  for 
a  little  over  one  year.  While  the  program  is  relatively  new  it  is  evident  that  it 
is  having  a  favorable  impact  in  the  welfare  program  in  this  state. 

"Montana  does  not  have  an  Unemployed  Parent  Clause  in  its  Welfare  Act  and 
consequently  the  WIN  Program  involves  itself  primarily  with  females  and,  to 
date,  has  been  restricted  to  only  those  mothers  who  have  volunteered  to  partici- 
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pate.  Tlie  Welfare  Department  and  their  employees  have  made  every  effort  to 
restrict  referrals  to  only  those  recipients  appropriate  for  the  program  and  have 
demonstrated  a  willingness  to  make  the  program  a  success.  Appropriateness 
and  timeliness  of  referrals  is  continually  improving  as  workers  gain  experience 
in  the  program. 

"The  development  of  adequate  child  care  facilities  has  not  presented  a  problem 
to  date,  however,  as  the  program  progresses  the  needs  will  become  greater  and 
will  tax  existing  facilities.  It  is  obvious  that  if  quality  care  is  to  be  maintained, 
continuous  community  effort  will  be  necessary  and  there  will  be  a  need  for 
additional  funding  and  flexibility  to  establish  new  child  care  facilities. 

"The  Montana  State  Employment  Service  has  for  years  involved  itself  in 
multi-agency  training  programs  and  with  the  WIN  Program  has  extended  and 
improved  the  inter-agency  relationships  in  order  to  assure  the  maximum  sup- 
portive services  to  the  WIN  enrollees.  Continued  cooperative  training  efforts 
have  enabled  the  Employment  Service  to  enroll  additional  trainees  in  the  pro- 
gram for  the  same  dollars.  The  WIN  program  in  Montana  has  demonstrated  the 
ability  of  a  cooperative  effort  to  bring  the  expertise  of  several  agencies  to  bear 
on  the  problems  of  the  unemployed  welfare  recipients. 

"Montana  agencies  have  demonstrated  their  ability  to  successfully  operate 
the  WIN  Program  and  we  would  continue  to  support  a  state  operated  program 
to  alleviate  the  continued  growth  in  welfare  costs." 

NORTH  CAROLINA 

Comments  by  Governor  Robert  W.  Scott  on  the  Work  Incentive  Program 
(WIN)  in  North  Carolina  : 

"The  1969  General  Assembly  provided  funds  to  implement  the  WIN  program 
in  North  Carolina  effective  July  1,  1969.  Our  Department  of  Social  Services  and 
our  State  Employment  Service  Agency  have  cooperated  in  developing  the 
requirements  for  implementation  in  ten  (10)  counties.  At  this  early  date,  only 
limited  referrals  have  been  possible.  We  have  had  insufficient  experience  to  make 
any  valid  evaluation  of  efforts  thus  far. 

"I  believe  the  provision  of  multi-agency  training  and  supportative  social  serv- 
ices will  help  to  bring  many  of  the  AFDC  recipients  to  a  self-supporting  basis  : 
however,  I  also  recognize  that  the  WIN  program  can  be  related  to  no  more  than 
26,000  adults  in  the  AFDC  category  in  this  State.  Many  of  these  adult  AFDC 
recipients  cannot  be  considered  feasible  for  work  or  work  training.  The  number 
in  this  target  group  comprises  a  small  portion  of  the  overall  180,000  public 
assistance  recipients  in  North  Carolina." 

The  General  Assembly  of  North  Carolina  has  expressed  its  position  on  "Work 
Requirement"  in  Title  IV  Aid  to  Families  with  Dependent  Children  through 
General  Statute  108-39. 

G.S.  108-39.  Limitations  on  eligibility. —  (a)  No  assistance  shall  be  granted  to 
any  dependent  child  who  : 

(1)  Has  passed  his  sixteen  the  birthday  and  has  the  ability  and  capacity  for 
gainful  employment,  unless  he  is  regularly  enrolled  and  attending  school  or  unless 
no  gainful  employment  is  available,  except  that  a  dependent  child  over  sixteen 
years  of  age  and  attending  school  is  not  eligible  for  assistance  during  the 
summer  months  unless  no  gainful  employment  is  available : 

(2)  Has  passed  his  eighteenth  birthday  unless  he  is  regularly  attending 
and  successfully  pursuing  (i)  a  course  of  study  leading  to  a  high  school  diploma 
or  its  equivalent,  (ii)  a  course  of  study  at  the  college  level,  or  (iii)  a  course  of 
vocational  or  technical  training  designed  to  fit  him  for  gainful  employment. 

(b)  No  parent  shall  be  made  the  payee  of  assistance  granted  under  this 
part  who  has  the  ability  and  capacity  for  gainful  employment  but  who  is  not 
employed  either  on  a  part  or  full-time  basis  unless  the  parent  is  needed  in  the 
home  to  provide  continuous  care  for  or  supervision  over  the  child  in  the 
home  or  an  incapacitated  member  in  the  household,  or  unless  no  gainful  em- 
ployment is  available. 

(c)  Any  child  or  parent  required  to  engage  in  gainful  employment  but  who 
cannot  obtain  such  employment  shall  register  with  an  employment  service 
and  make  reasonable  and  continuous  efforts  to  find  gainful  employment 
and  provide  such  proof  of  his  registration  and  efforts  as  the  county  department 
of  social  services  may  require. 
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NORTH  DAKOTA 

Comments  by  Leslie  Ovre,  Executive  Director  of  the  Public  Welfare  Board  of 
North  Dakota  on  the  Work  Incentive  Program  (WIN)  in  North  Dakota: 

In  North  Dakota  the  WIN  program  has  been  in  operation  since  October 
1,  1968,  in  four  areas  encompassing  eleven  counties.  The  areas  are  Minot, 
Bismarck,  Grand  Forks,  and  Fargo. 

In  North  Dakota  families,  including  an  unemployed  father,  are  not  eligible 
for  AFDC.  Hence,  most  of  the  referrals  to  WIN  have  been  mothers.  In  addi- 
tion, a  few  children  16  years  of  age  and  over  have  been  referred  though  most 
AFDC  youths  of  this  age  are  fortunately  attending  school. 
Appropriate  recipients  of  AFDC  are  referred  to  WIN  in  the  following  order 
of  priority : 

(a)  Mothers  who  are  in  some  type  of  training  program  and  who  volunteer 
to  participate  in  WIN  : 

(6)  Youths  16  years  of  age  and  over  who  are  not  in  school  or  in  training 
and  for  whom  there  are  no  school  or  vocational  plans  under  consideration 
for  implementation  within  the  next  three  months  ; 

(c)  Mothers  who  are  not  involved  in  training,  who  have  no  preschool  chil- 
dren, and  who  volunteer  to  participate  ; 

(d)  Mothers  who  have  pre-school  children  but  who  volunteer  ; 

(e)  Mothers  without  pre-school  children,  who  do  not  volunteer  to  partici- 
pate, but  for  whom  training  or  employment  would  not  appear  to  be  detri- 
mental to  the  well-being  of  the  children  ; 

(/)  Mothers  with  only  one  or  perhaps  two  pre-school  children,  who  do  not 
volunteer,  but  for  whom  training  or  employment  would  not  appear  to  be 
detrimental  to  the  well-being  of  the  children. 
The  following  recipients  are  not  referred  to  the  WIN  program  unless  referral 
is  specifically  requested  by  the  recipient : 

(  a )  A  person  who  is  physically  or  mentally  incapable  of  undertaking  a  pro- 
gram of  work  or  training.  This  finding  is  generally  based  on  medical  evi- 
dence. 

(&)  A  person  of  advanced  age. 

(c)  A  person  located  so  remotely  from  available  work  or  training  as  to 
make  effective  participation  in  WIN  impossible. 
((f)  A  child  attending  school  full  time. 

(c)  A  person  who  is  needed  in  the  home  for  a  substantial  portion  of  time 
to  care  for  an  ill  or  incapacitated  member  of  the  household.  Medical  evidence 
is  normally  required  for  this  determination. 

(f)  A  person  for  whose  children  adequate  child  care  services  are  not 
available. 

North  Dakota  was  allotted  200  WIN  "slots"  during  fiscal  year  1969,  the  same 
number  as  we  have  in  fiscal  year  1970.  These  slots  for  the  last  several  months 
have  been  nearly,  if  not  completely,  filled :  a  fact  which  I  feel  speaks  well  for 
the  acceptance  the  program  has  had  with  county  welfare  personnel.  It  has  been 
my  observation  that  we  have  experienced  little  difficulty  in  identifying  "appro- 
priate"' recipients  for  training  and  employment.  The  program  has  just  recently 
been  expanded  to  the  point  where  referrals  can  be  accepted  from  all  county  wel- 
fare boards.  It  is  anticipated,  however,  that  the  WIN  program  represents  a 
limited  resource  to  county  welfare  boards  who  were  not  previously  included  in 
the  first  year  of  operation.  The  reason  for  this  is  that  the  original  eleven  coun- 
ties have  had  little  difficulty  in  keeping  the  slots  filled,  a  situation  which  is 
expected  to  continue  throughout  this  fiscal  year.  County  welfare  boards  not 
previously  involved  in  the  program  have  shown  some  impatience  with  the  fact 
that  they  cannot  refer  as  many  of  their  recipients  as  they  would  like  because  of 
the  limitation  of  slots.  Again,  this  indicates  the  wide  acceptance  the  program  has 
had  in  North  Dakota. 

As  for  the  adequacy  of  child  care  arrangements  for  mothers  who  have 
either  been  referred  to  WIN  or  who  are  under  consideration  for  such  re- 
ferral, this  frankly  is  a  continuing  problem.  It  is  recognized  that  suitable  child 
care  services  are  essential  if  the  purposes  of  the  WIN  program  are  to  be 
fulfilled.  It  is  also  recognized  that  adequate  child  care  arrangements  are  not 
always  uniformly  made,  due  in  large  part  to  the  limited  appeal  that  such 
employment  holds.  The  Bismarck  and  Minot  local  employment  service  offices 
recently  reported  to  me  that  each  has  about  100  unfilled  requests  for  persons 
to  provide  child  care  for  people  who  are  not  involved  in  the  WIN  program. 

The  Public  Welfare  Board's  standards  for  child  care  are  quite  appropriately 
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high.  If  a  child  is  cared  for  out  of  his  home  and  in  the  home  of  a  non-rela- 
tive, such  home  is  expected  to  be  licensed  on  the  basis  of  its  adequacy  for  pro- 
viding such  care.  The  movement  in  North  Dakota  towards  the  development  of 
licensed  day  care  centers  has  been  slow  and  at  the  present  time,  there  are  no 
more  than  a  dozen  centers.  Several  of  these  are  located  in  communities  in 
which  the  WIN  program  until  recently  has  not  been  operating.  It  should  be 
noted,  however,  that  more  than  half  of  the  licensed  day  care  centers  in  North 
Dakota  have  initiated  their  services  subsequent  to  the  advent  of  the  WIN 
program.  This  is  attributed  in  large  part  to  the  efforts  of  full-time  Public 
Welfare  Board  staff  members  who  have  done  much  to  promote  this  service. 
Thus,  while  efforts  are  being  made  to  improve  the  child  care  services  for 
recipients  who  are  enrolled  in  the  WIN  program,  it  is  not  likely  that  the 
problems  will  dimish  within  the  immediate  future. 

The  cooperation  between  the  employment  service  and  public  welfare  person- 
nel, both  at  the  state  level  and  in  each  of  the  four  WIN  areas,  has  been 
nothing  short  of  magnificent.  I  understand  that  this  cannot  be  said  about 
the  relationships  in  many  states.  Perhaps  such  a  close  working  relationship 
is  more  possible  in  a  rural  state  in  which  public  welfare  and  employment 
service  personnel  have  routinely  worked  closely  together  and  have  been  able 
to  resolve  problems  on  a  very  personal  and  informal  level.  In  cases  involv- 
ing disability,  the  Division  of  Vocational  Rehabilitation  has  also  been  ex- 
tremely helpful  and  cooperative. 

The  WIN  program  has  not  had  the  hoped-for  benefit  in  terms  of  reduc- 
tions in  public  assistance  payments.  The  reason  is  that  the  1967  Amend- 
ments, which  established  the  WIN  program,  called  for  the  first  $30  plus  one- 
third  of  all  remaining  gross  earned  income  to  be  disregarded  in  determin- 
ing the  amount  of  an  assistance  grant.  In  a  state  which  traditionally  pays 
low  wages,  this  has  obviously  resulted  in  few  AFDC  cases  being  closed  be- 
cause of  employment.  However,  it  should  be  pointed  out  that  this  is  not  the 
fault  of  the  WIN  program  but  was  created,  nevertheless,  by  federal  law. 

From  what  I  have  been  able  to  observe,  the  WIN  program  by  and  large 
has  been  well  accepted  by  the  recipients  themselves.  To  my  knowledge,  we 
have  had  no  instances  in  which  an  AFDC  grant  had  to  be  reduced  because 
of  failure  to  accept  a  referral  and/or  employment.  We  have  had  some  suc- 
cess stories.  One  of  those  coming  to  my  attention  involved  an  AFDC  mother 
in  Minot  who  after  receiving  on  the  job  training  through  WIN  took  a  job 
as  an  interior  decorator  with  a  department  store  in  Minot.  After  a  few 
weeks,  her  work  was  found  to  be  so  satisfactory  that  she  was  placed  in  charge 
of  the  interior  decorating  department  in  a  store  in  Williston,  and  in  this  in- 
stance her  AFDC  grant  was  closed.  As  I  recall,  this  woman  had  an  eighth 
grade  education. 

OKLAHOMA 

Information  on  the  Oklahoma  Work  Incentive  Program  (WIN)  provided 
by  W.  C.  Garrison,  Coordinator  of  State-Federal  Relations  for  Governor  Dewey 
Bartlett  of  Oklahoma. 

(The  following  information  was  provided  to  Mr.  Garrison  by  L.  E.  Rader.  Direc- 
tor of  the  Oklahoma  Department  of  Public  Welfare. ) 

Oklahoma  did  not  enter  into  the  Work  Incentive  Program  until  July  1, 
1969,  because  of  lack  of  funds  to  implement  the  program,  and  because  the 
Department  was  engaged  in  the  Work  and  Training  Funds  Title  V.  We  submitted 
the  Attorney  General's  opinion,  under  date  of  April  18,  1968,  addressed  to  you 
in  which  the  Attorney  General  gave  an  opinion  that  Oklahoma  and  the  De- 
partment of  Public  Welfare  had  no  authority  to  enter  into  the  Work  Incentive 
Program,  created  by  Public  Law  90-248.  A  copy  of  such  opinion  is  attached 
hereto  for  your  reference. 

A  subsequent  opinion  of  the  Attorney  General,  under  date  of  February  11, 
1969,  revised  this  opinion  and  indicated  that  the  Oklahoma  Public  Welfare 
Commission  and  Department  of  Public  Welfare  would  have  authority  to  enter 
into  such  a  program.  Since  the  Work  and  Training  Projects  were  funded  through 
the  fiscal  year  1969,  we  did  not,  therefor,  enter  into  the  Work  Incentive  Program 
until  July  1,  1969. 

The  Work  Incentive  Program  in  Oklahoma  became  operational  July  1.  1969. 
Although  Oklahoma  was  late  in  starting  this  program,  the  experiences  of  other 
states  have  been  utilized  as  a  basis  for  development  of  Oklahoma's  program. 
These  experiences  gave  the  Oklahoma  Employment  Service  an  insight  into 
the  ways  and  means  of  helping  place  disadvantaged  persons. 
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By  Agreement  between  Oklahoma  Employment  Service  and  Department  of 
Public  Welfare,  the  WIN  program  was  implemented  in  a  few  selected  areas 
with  plans  for  expansion  to  other  areas  as  the  program  gained  experience. 

As  of  this  date,  four  Work  Incentive  offices  have  been  established  covering 
sixteen  of  the  counties  with  large  Aid  to  Families  With  Dependent  Children 
caseloads.  From  these  counties,  there  is  an  estimated  four  thousand  Aid  to 
Families  With  Dependent  Children  recipients  that  have  been  screened  as  po- 
tentially feasible  for  referral  within  the  next  nine  months.  Presently,  projects 
in  these  sixteen  counties  have  been  funded  for  five  hundred  slots.  The  Weifare 
Commission  agreed  that  the  Department  would  refer  as  many  persons  as  needed 
to  fill  the  slots  provided  by  Work  Incentive  projects.  Referrals  to  these  slots 
are  being  made  and  accepted  daily.  Some  of  the  first  persons  referred  have 
already  been  placed  in  full-time  employment.  We  feel  it  advantageous  in  that 
the  Work  Incentive  staff  had  an  opportunity  for  training  before  the  beginning 
of  this  project  and  are  very  well  oriented  to  working  with  the  disadvantaged. 

The  major  factors  in  effectivness  of  the  Work  Incentive  program  involves : 

1.  Opportunity  for  employment  after  training. 

2.  Child  care  for  mothers  in  training  or  employment. 

3.  Readiness  of  the  Welfare  recipient  to  enter  training  or  employment. 

Before  referral  is  made  to  the  Work  Incentive  program,  the  worker  from 
the  Department  of  Public  Welfare  assures  that  plans  for  adequate  and  suitable 
child  care  have  been  made.  The  Department  has  placed  emphasis  upon  the 
development  of  family  day  care  homes  in  accessible  locations.  Costs  of  child 
care  are  paid  through  the  Department  of  Public  Welfare. 

Group  Work  services  are  plannel  for  recipients  assessed  as  potentially  feasi- 
ble in  order  to  provide  the  recipients  with  basic  readiness  for  entering  into 
training  or  employment. 

One  of  the  significant  results  of  experiences  with  the  Work  Incentive  program 
is  interest  shown  by  the  on-going  job  placement  counselors  from  the  Employ- 
ment Service  in  job  placement  for  all  welfare  recipients. 

Workers  from  the  Department  of  Public  Welfare  are  utilizing  to  the  fullest 
extent  all  of  the  many  resources  provided  for  training  of  recipients. 

(The  following  information  was  provided  to  Mr.  Garrison  by  Clyde  R.  Hamm, 
Chief,  Community  Employment  Development  for  the  Oklahoma  Employment 
Security  Commission. ) 

We  have  received  a  total  of  61  referrals  from  the  Welfare  Department  as  of 
this  date.  A  total  of  49  persons  are  now  enrolled  in  the  WIN  Program.  There 
usually  is  a  short  time  lag  between  referral  and  enrollment  because  of  the  neces- 
sity of  giving  medical  examinations  and  providing  child  care  facilities,  etc. 

WIN  personnel  in  the  Welfare  Department  have  been  very  cooperative  and 
assure  us  that  the  full  quota  of  referrals  (approximately  450)  for  the  Fiscal 
Tear  1970  will  be  met. 

OKEGON 

Comments  by  Leo  T.  Hegstron,  Acting  Administrator  of  the  Oregon  State  Public 
Welfare  Division  on  a  multi-agency  Work  Evaluation  Center  related  to  the  Work 
Incentive  Program  (WIN)  in  Oregon  : 

"Oregon  has  requested  and  received  approval  for  a  multi-agency  Work  Evalua- 
tion Center,  funded  from  Federal  1115  funds.  These  centers  will  be  located  in  three 
counties,  including  the  metropolitan  area  of  Portland,  Oregon. 

"Each  center  will  consist  of  the  combined  staff  of  Division  of  Vocational 
Rehabilitation,  Division  of  Public  Welfare,  and  Employment  Service,  united  for 
the  purpose  of  assessing  the  work  potential  and  training  needs  of  all  potential 
WIN  referrals  in  three  counties.  In  addition,  in  one  area  there  will  be  an 
assessment  of  similar  potential  in  the  Aid  to  Permanently  and  Totally  Disabled 
load. 

"These  Assessment  Centers  include  the  medical  component,  which  will  utilize 
the  services  of  a  nurse  for  compilation  of  medical  information  available  for 
review  for  a  physician,  who  will  determine  from  this  medical  information  those 
cases  where  more  detailed  medical  information  is  necessary.  The  physicians  will 
review  the  laboratory  findings  and  personally  see  the  clients  where  need  has 
been  determined  to  exist. 

"This  method  appears  to  resolve  the  problem  of  securing  physicals  within  the 
30  day  time  limit  of  the  WIN  Program.  Problems  related  to  availability  of 
medical  personnel  and  adequate  funding  have  caused  the  requirement  for  early 
medical  assessment  to  become  a  barrier  to  the  prompt  referral  of  WIN  cases. 
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"Early  reports  of  the  operational  effectiveness  of  the  centers  indicate  detailed 
assessment  is  resulting  in  more  clearly  defined  characteristics  for  appropriate 
referral  to  the  WIN  Program.  For  those  not  appropriate  for  referral  to  WIN, 
it  is  hoped  that  the  resources  of  DVR  will  meet  the  employment  potential  for 
the  client." 

PENNSYLVANIA 

Comments  by  Governor  Raymond  P.  Shafer  on  the  Work  Incentive  Program 
(WIN)  in  Pennsylvania : 

"The  WIN  Program  was  initiated  in  Pennsylvania  on  November  1,  1968.  Be- 
cause of  funding  limitations,  WIN  was  installed  in  only  14  of  Pennsylvania's  67 
counties,  the  counties  selected  being  those  with  the  greatest  caseload  of  Aid  to 
Families  with  Dependent  Children  ( AFDC ) .  During  the  first  few  months  of  pro- 
gram operation,  effort  was  expended  in  educating  Department  of  Public  Welfare 
personnel  of  the  purpose  of  the.  program,  and  in  placing  qualified  WIN  counselors 
in  each  of  the  14  county  welfare  offices.  In  the  last  several  months,  there  has 
been  an  increased  awareness  on  the  part  of  welfare  personnel,  cooperation  by 
them  has  substantially  increased  and  their  current  efforts  are  more  than 
satisfactory. 

''Those  AFDC  recipients  considered  'appropriate'  for  referral  by  welfare 
agencies  are  fathers,  young  adults  under  age  22  who  are  no  longer  in  school,  a,nd 
mothers  who  do  not  need  child  day-care  services.  Those  mothers  for  whom  child 
day-care  services  are  a  necessity  and  for  whom  such  arrangements  can  be  made 
are  also  referred. 

"At  the  present  time,  day-care  facilities  for  children  in  Pennsylvania  are  in- 
adequate. This  lack  of  facilities  is  the  largest  single  cause  for  non-referral  of 
AFDC  recipients  to  the  WIN  Program.  We  are  making  efforts  to  alleviate  this 
situation.  Pennsylvania  has  been  designated  a  Pilot  State  for  the  Community 
Coordinated  Child  Care  (4-C)  Program  by  the  Department  of  Health,  Education, 
and  Welfare.  Substantial  progress  in  the  establishment  of  child  day-care  facil- 
ities is  expected  during  calendar  year  1970.  Once  established,  it  will  be  possible 
to  refer  more  mothers  to  the  WIN  Program.  At  the  present  time,  the  WIN  Pro- 
gram is  operating  at  about  70  percent  capacity.  Utilization  of  the.  program  could 
be  brought  to  full  capacity  as  more  people  become  available  for  referral. 

"Interagency  cooperation  in  making  the  WIN  Program  a  success  in  Pennsyl- 
vania has  been  outstanding.  Agencies  have  made  facilities  available  to  those 
specifically  enrolled  in  WIN  training  and  have  accepted  WIN  referrals  into  their 
own  training  programs.  Of  the  5,762  clients  enrolled  in  the  program  at  the.  end  of 
September  1969,  33  percent  are  in  WIN  training  and  14  percent  have  been  picked 
up  in  other  manpower  training  programs.  Community  Action  Agencies  have 
referred  people  through  welfare  agencies  for  enrollment  and  State  colleges  have 
developed  training  courses  specifically  for  the  WIN  Program. 

"As  the  WIN  Program  in  Pennsylvania  approaches  its  first  birthday,  some 
measures  of  effectiveness  can  be  determined  by  the  number  of  people  employed. 
The  WIN  Program  has  resulted  in  the  successful  employment  of  nearly  1,200 
persons  at  the  present  time,  and  this  figure  is  increasing  at  a  rate  of  about  ten 
percent  a  month.  If  the  program  is  expanded  to  ten  additional  counties,  as  is 
currently  proposed,  the  number  of  those  trained  and  placed  in  jobs  should  in- 
crease correspondingly.  When  it  is  realized  that  about  two-thirds  of  those  em- 
ployed have  been  completely  removed  from  welfare  rolls,  and  the  remainder  have 
had  welfare  payments  substantially  reduced,  the  value  of  the  program  becomes 
even  more  apparent. 

"Our  experience  with  the  WIN  Program  provides  encouragement  that  more 
people  can  be  provided  with  meaningful  employment.  We  are  satisfied  with  our 
results  to  date  and  are  making  efforts  to  overcome  the  present  deficiency  in 
child  day-care  facilities." 

TENNESSEE 

Comments  by  Walter  N.  Lambert,  Coordinator  of  Federal-State  Relations  for 
Governor  Buford  Ellington  on  the  Work  Incentive  Program  (WIN)  in  Ten- 
nessee : 

"Tennessee  was  one  of  the  first  states  to  initiate  the  WIN  program  during 
July,  1968.  This  program  was  undertaken  jointly  by  the  Public  Welfare  and  Em- 
ployment Security  Departments.  Training  sessions  were  conducted  involving 
staffs  of  both  departments.  All  concerned  are  thoroughly  familiar  with  the 
guidelines  for  participation  in  WIN,  and  there  have  been  no  known  instances 
of  non-willingness  on  the  part  of  welfare  workers  to  refer  appropriate  AFDC 
recipients  to  training  and  employment. 
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"Quality  of  child  care  has  been  maintained  in  accordance  with  Federal/Inter- 
agency  guidelines  and  standards  for  licensed  child  care  centers  and  baby-sitter 
services.  Quantity  is  inadequate  in  that  a  backlog  of  377  AFDC  mothers  would 
participate  if  child  care  services  were  available.  As  of  October  15  there  were 
1,019  clients  enrolled  in  WIN,  with  181  slots  open  because  adequate  child  care 
services  are  not  available. 

A  high  degree  of  cooperation  has  been  achieved  among  agencies  furnishing 
services  to  WIN  clients.  Welfare  provides  coordinators  to  work  with  Employ- 
ment Security  WIN  teams.  Joint  conferences  are  scheduled  to  update  initial 
training  and  welfare  case  workers  are  involved  in  all  significant  decisions  con- 
cerning the  client  by  the  Employment  Security  WIN  team. 

"Wide  variations  can  be  expected  in  the  percentage  of  AFDC  recipients  con- 
sidered appropriate  for  referral  because  of  accessibility  of  training,  child  care, 
employment  opportunities,  and  other  services  in  the  various  states." 

TEXAS 

Comments  by  Governor  Preston  Smith  on  the  Work  Incentive  Program 
(WIN)  : 

"By  way  of  background,  the  Work  Incentive  Program  was  established  under 
Public  Law  90-248,  commonly  known  as  the  Social  Security  Amendments  of  1967. 
In  reading  the  law  and  applicable  federal  regulations,  it  is  evident  that  the  pro- 
gram was  aimed  at  a  particular  category  of  welfare  recipients,  namely  those 
male  heads  of  households  served  under  the  assistance  program  known  as  the 
Aid  to  Families  with  Dependent  Children — Unemployed  Parents.  Texas  does  not 
offer  this  particular  program.  As  a  result,  the  Work  Incentive  Program  in  Texas 
is  confined  to  serving  the  two  groups  of  persons  served  under  the  regular  Aid  to 
Families  with  Dependent  Children  program.  These  two  groups,  by  the  very 
nature  of  being  eligible  for  assistance,  do  not  lend  themselves  to  a  major  in- 
volvement in  the  Work  Incentive  Program. 

"The  Work  Incentive  Program  in  Texas  will  be  training  those  sixteen  and 
seventeen  year  old  AFDC  dependent  youth  who  are  not  in  school  and  are  in 
good  health.  These  youth  are  mandatorily  referable  to  the  Work  Incentive  Pro- 
gram, and  if  they  refuse  training  their  needs  may  be  removed  from  the  AFDC 
grant  of  assistance.  First  of  all,  the  Texas  State  Department  of  Public  Welfare 
(TDPW)  prides  itself  on  the  high  percentage  of  AFDC  children  served  who  re- 
main in  school  until  completion  of  high  school.  The  preliminary  screening  of  these 
dependent  youth  for  the  Work  Incentive  Program  bears  out  the  high  percentage 
of  .school  attendance.  We  are  finding  a  very  limited  number  of  these  children 
who  are  referable  to  the  Work  Incentive  Program.  Furthermore,  it  is  the 
Welfare  Department's  feeling  that  when  one  of  these  out-of-school  children  is 
located,  it  is  the  Welfare  Agency's  prime  responsibility  to  attempt  to  place  this 
child  back  in  normal  academic  schooling.  It  is  also  my  thought  that  the  training 
and  job  opportunities  for  these  children  is  very  limited  due  to  their  age  and  un- 
willingness of  employer's  to  hire  this  particiular  group  of  youth. 

The  next  group  of  people  who  would  be  served  by  the  Work  Incentive  Program 
would  be  those  female  heads  of  households  who  are  recipients  under  the  State's 
AFDC  program.  In  the  State  of  Texas  all  AFDC  mothers  must  volunteer  for 
participation  in  the  program  and  are  not  mandatory  referral  as  with  the  de- 
pendent youth.  This  voluntary  basis  is  within  the  applicable  federal  regulations 
concerning  referring  persons  to  the  Work  Incentive  Program.  Based  upon  many 
characteristic  studies  of  our  AFDC  families  and  our  State's  heavy  involvement 
in  the  operation  of  the  Title  V  Program  of  the  Economic  Opportunity  Act  of  1964, 
it  is  the  feeling  of  my  staff  and  the  staff  of  TDPW  that  the  percentage  of  female 
heads  of  households  who  could  benefit  from  the  Work  Incentive  Program  would 
be  very  low.  Recent  AFDC  characteristic  studies  show  that  approximately  50 
percent  of  our  AFDC  mothers  are  already  employed.  Approximately  25  percent 
have  very  serious  problems  concerning  employability.  These  problems  would 
rest  in  the  areas  of  physical  or  mental  incapacity,  or  the  mothers  are  needed 
in  the  home  to  care  for  children  who  are  themselves  physically  or  mentally 
incapacitated.  Furthermore,  many  of  these  mothers  are  so  culturally  and  aca- 
demically handicapped  that  a  training  program,  in  the  final  analysis,  would 
be  of  no  benefit.  Texas  is,  therefore,  left  with  approximately  25  percent  of  its 
AFDC  rolls  who  could  benefit  from  a  training  experience.  The  Title  V  Program 
has  shown  us  that  a  great  majority  of  these  remaining  recipients  would  require 
an  extensive  investment  of  time  and  money  in  order  to  produce  tax  paying 
citizens.  The  cost  per  trainee  would  be  intensive. 
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In  addition  to  the  problems  with  the  AFDC  mother  herself,  the  Work  Incentive 
Program,  provides  that  the  children  of  the  AFDC  mothers  who  are  participating 
in  the  program  be  afforded  a  level  of  day  care  which  is  unavailable,  in  most 
instances,  at  the  present  time.  The  day  care  requirements  under  the  Work 
Incentive  Program  must  meet  the  federal  agency  day  care  requirements.  Texas 
is  faced  with  the  fact  that,  as  this  is  an  enriched  day  care  setting  and  calls 
for  extensive  funding,  this  type  of  day  care  is  not  available  at  the  present  time. 
Our  TDPW  is  very  actively  involved  in  developing  this  type  of  day  care  so 
that  we  may  involve  our  AFDC  mothers  in  the  Work  Incentive  Program ;  how- 
ever, they  are  faced  with  limited  State  and  local  funds  available  for  this 
purpose." 

WASHINGTON 

Comments  by  Governor  Daniel  J.  Evans  on  the  Work  Incentive  Program 
(WIN)  in  the  State  of  Washington. 

'"I  am  pleased  to  furnish  the  following  information  regarding  the  operation 
of  the  Work  Incentive  Program  in  the  state  of  Washington. 

In  cooperation  with  the  Employment  Service,  the  Department  of  Public  Assist- 
ance has  established  five  priorities  for  referral  to  WIN : 

Priority  1. — Unemployed  fathers  in  the  AFDC-E  category. 
Priority  2. — Out-of-school  youth,  16  years  of  age  and  older.  By  agreement 
between  the  two  agencies,  referral  of  these  youth  is  mandatory. 

Priority  3. — Mothers,  with  no  pre-school  children,  who  volunteer  for 
enrollment. 

Priority  4. — Mothers  with  pre-school  age  children  who  volunteer. 
Priority  5. — Any  other  AFDC  recipient  who  volunteers,  is  deemed  appro- 
priate for  referral,  and  could  benefit  from  participation,  provided  such 
participation  would  not  be  detrimental  to  any  other  family  member. 

''All  AFDC  individuals  aged  16  and  older  are  reviewed  by  Public  Assistance 
for  employability  potential  and  appropriateness  of  training  or  job  placement. 
Over  a  12-month  period,  8,881  persons  were  referred  to  the  Employment  Service. 
By  joint  review  and  decision  of  the  two  agencies,  3,343  were  enrolled  during 
that  period  to  utilize  the  1,800  slots  allocated  to  the  state.  Additionally,  a 
substantial  but  undetermined  number  were  placed  into  full-time  employment 
following  referral  but  without  enrollment  in  order  to  conserve  enrollment  slots. 
During  the  same  period,  831  persons  were  placed  into  employment  subsequent  to 
enrollment  and  training. 

•"In  assessing  the  effectiveness  of  tho  program,  it  is  useful  to  note  that,  during 
the  short  history  of  WIN  in  this  state,  almost  one-fourth  (24.1%)  of  all  enrollees 
have  already  been  placed  into  permanent,  full-time  employment.  This  is  in  addi- 
tion to  those  for  whom  jobs  were  found  prior  to  enrollment,  who  do  not  appear  in 
WIN  statistics.  This  represents  an  actual  savings  of  $83,847  which  would  have 
been  expended  in  the  form  of  welfare  grants  during  the  month  in  which  the 
recipient  entered  employment.  It  does  not  represent  a  projected  cumulated  sav- 
ings. Such  a  cumulative  figure  would,  of  course,  be  much  higher. 

"In  this  state,  child  care  is  provided  in  family  day  care  homes,  in  child  care 
centers,  and  in  comprehensive  care  centers,  in  accordance  with  both  state  and 
federal  licensing  standards.  With  few  exceptions,  the  quantity  of  child  care  facil- 
ities is  adequate  to  meet  the  needs  of  WIN  participants,  although  the  available 
spaces  are  not  always  readily  accessible.  There  is  an  unmet  need  for  the  devel- 
opment of  comprehensive  group  care  centers  centrally  located  with  regard  to 
centers  of  employment  and  residence.  Provisions  need  to  be  made  for  those  who 
work  other  than  regular  day  shift  or  other  unusual  hours. 

"In  an  average  month,  this  state  provides  care  for  1200-1400  children  of  WIN 
participant  families.  Child  care  is  of  generally  good  quality  and  is  being  devel- 
oped according  to  federal  interagency  standards  under  the  4-C  Child  Care  Plan. 
In  the  very  few  cases  where  WIN  participants  could  not  be  provided  adequate 
child  care,  the  remote  location  of  residence  has  been  the  principal  inhibiting 
factor. 

"With  regard  to  other  supportive  services,  an  increase  in  supplementary  medi- 
cal services  has  been  made  possible  by  separate  budgetary  allocation  for  WIN 
enrollees  to  correct  physical  and  dental  deficiencies  when  necessary  to  render 
them  employable. 

"The  WIN  program,  in  a  joint  effort  of  the  Employment  Service  and  Public 
Assistance,  has  trained  child  care  attendants  and  aides  to  provide  more  efficient 
and  effective  staffing  of  child  care  facilities.  The  Public  Assistance  staff  at  the 
local  level  has  been  realigned  to  provide  for  an  Intensive  Supporting  Services 
Unit  in  the  local  office. 
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"The  Employment  Service  staff  has  achieved  an  integration  of  effort  with  WIN 
staff  to  provide  an  effective  manpower  delivery  system  utilizing  the  'team 

concept.' 

"Cooperation  between  the  two  agencies  has  been  consistently  good.  There  has 
been  joint  involvement  in  all  aspects  of  the  WIN  program  on  a  continuing  basis. 
Planning  involves  active  participation  of  the  individual  participant  as  well.  Lines 
of  communication  between  the  agencies  are  open  at  all  levels,  permitting  com- 
plete and  open  dialogue.  Ready  exchange  of  data  processing  output  is  the  rule, 
including  development  of  tape  storage  and  retrieval  systems  compatible  with 
management  information  and  reporting  requirements  of  both  agencies. 

''It  has  been  evident  from  the  outset  that  WIN  resources  are  inadequate  to 
satisfy  the  needs  of  all  eligible  recipients.  This  accounts  for  the  apparently  low 
percentage  of  eligibles  deemed  'appropriate  for  referral.'  Had  the  number  of 
WIN  slots  been  greater,  more  persons  would  have  been  referred.  Even  so,  the 
available  slots  were  adequate  for  less  than  forty  percent  of  those  referred  to  the 
program. 

"It  is  our  feeling  in  the  state  of  Washington  that  the  Work  Incentive  Program 
is  one  of  high  promise,  one  that  has  already  demonstrated  in  a  short  period  its 
ability  to  make  a  significant  impact  upon  a  major  portion  of  the  welfare  case- 
load." 

WISCONSIN 

Comments  by  Governor  Warren  P.  Knowles  on  the  Work  Incentive  Program 
(WIN)  in  Wisconsin: 

"The  criteria  used  by  welfare  workers  in  referring  appropriate  recipients  are 
determined  in  the  state  plan  for  AFDC.  Youth  at  16-18  years  of  age  who  are  not 
in  school  nor  plan  to  be,  and  are  unemployed,  are  automatically  referred  to  the 
WIN  program.  Voluntary  referrals  include  AFD(C  mothers  with  or  without  pre- 
school children.  The  welfare  worker  operates  on  the  premise  that  WIN  enrollment 
means  a  reduction  in  AFDC  assistance  caseload  and  costs.  Therefore  their  will- 
ingness for  referral  is  considered  generally  good  and  becoming  even  better.  The 
success  of  enrollees  tends  to  encourage  further  referral  and  to  motivate  potential 
referrals  to  show  more  interest. 

"The  second  criteria  relates  the  quality  and/or  quantity  of  day  care  services 
that  are  connected  with  the  WIN  program.  The  quality  of  these  services  is  again 
determined  in  the  state  and  federal  requirements,  and  it  is  considered  quite  ade- 
quately met.  The  quantity  of  day  care  services  is  the  more  difficult  problem.  In 
the  major  cities  of  Madison,  Beloit  and  Milwaukee,  day  care  resources  sufficiently 
meet  the  needs  of  the  WIN  program.  However  in  the  more  rural  areas  of  the 
state  development  of  such  services  is  generally  resisted  and  in-the-home  care 
is  the  accepted  practice.  In  the  communities  where  more  care  services  must  be 
developed  if  the  WIN  concept  is  to  be  expanded  there  must  be  an  expansive  effort 
to  educate  the  community  to  the  need  of  adequate  day  Care.  Seed  money  for  the 
establishment  of  services  must  also  be  made  available. 

"Total  coordination  and  cooperation  between  both  the  Employment  Service  and 
the  Division  of  Family  Services  and  county  welfare  departments  for  the  maxi- 
mum involvement  in  training  and  employment  of  welfare  recipients  is  the  goal  of 
all  agencies.  Monthly  meetings  involving  the  WIN  and  state  and  local  welfare 
agency  staffs  have  proven  to  be  an  effective  step  toward  achieving  this  goal. 
These  meetings  include  discussions  of  available  resources,  the  comprehensive 
plans,  budgetary  matters,  etc.  There  are  training  programs  and  conferences  held 
by  WIN  in  Which  the  welfare  staff  is  frequently  asked  to  provide  instruction  :  and 
conversely  welfare  training  consultants  in  the  districts  work  directly  with  WIN 
staffs.  In  non-WIN  counties  referral  of  clients  ready  for  training  and/or  employ- 
ment is  made  directly  to  the  employment  service  office.  This  joint  approach  by  the 
administrative  staffs*  promotes  a  more  optimistic  atmosphere  for  both  the  pro- 
gram and  the  recipient. 

"The  1970  budget  proposal  includes  22S0  slots  for  2774  recipients.  Presently 
there  are  1707  WIN  referrals  in  training  out  of  1846  authorized  slots,  a  92.42% 
total  enrollment.  It  is  expected  that  we  will  exceed  our  authorized  slots  within 
another  month--the  eventual  goal  is  3000  positions.  There  are  currently  two 
counties  above  their  authorized  level  already,  and  are  conducting  county  training- 
programs  in  addition  to  WIN.  The  State  Employment  Service  estimates  that  the 
WIN  program  saves  in  welfare  costs  four  times  the  cost  of  administering  the 
program,  with  the  average  WIN  graduate  earning  twice  the  amount  he  received 
as  an  AFDC  client.  Also  it  is  estimated  that  the  average  time  on  welfare  for  a 
recipient  (one  on  the  rolls  over  one  year)  is  3.52  years.  Since  the  average  time 
on  welfare  (including  in  WIN)  for  the  employed  recipient  is  2.6  years,  nearly 
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one  year  of  welfare  grant  is  being  saved.  If  the  program  could  be  expanded  to  the 
point  where  there  are  more  training  slots  than  growth  rate  of  the  AFDC  rolls,, 
savings  would  become  even  more  substantial  per  recipient  due  to  the  reduction  of: 
the  initial  time  on  welfare. 

"Efforts  are  being  made  to  adjust  the  program  more  equitably  in  some  counties 
to  match  WIN  slots  with  the  employment  resources  within  that  county.  Also  we 
are  studying  the  day  care  problem  in  an  attempt  to  increase  the  availability  of 
facilities  and  services." 

Mr.  Ullman.  The  committee  and  committee  room  will  be  in  order. 

The  hearing  will  continue,  and  our  next  witness  is  Mrs.  Keyserling. 

Mrs.  Keyserling,  we  welcome  you  before  the  committee.  Will  you 
please  further  identify  yourself  for  the  record  and  proceed  as  you 
see  fit. 

STATEMENT  OF  MRS.  MARY  DUBLIN  KEYSERLING,  ON  BEHALF  OF 
THE  NATIONAL  COUNCIL  OF  JEWISH  WOMEN,  THE  NATIONAL 
COUNCIL  OF  CATHOLIC  WOMEN,  CHURCH  WOMEN  UNITED,  AND 
THE  NATIONAL  BOARD  OF  THE  YOUNG  WOMEN'S  CHRISTIAN 
ASSOCIATION 

Mrs.  Keyserling.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Chairman  and  members  of  the  committee:  My  name  is  Mary 
Dublin  Keyserling.  I  am  testifying  today  on  behalf  of  the  National 
Council  of  Jewish  Women,  the  National  Board  of  the  Young  Women's 
Christian  Association,  the  National  Council  of  Catholic  Women,  and 
Church  Women  United. 

We  appreciate  the  opportunity  to  appear  before  you  today. 

To  identify  myself,  I  am  an  economist  and  served  during  the  ad- 
ministration of  President  Johnson  as  Director  of  the  Women's  Bureau 
of  the  U.S.  Department  of  Labor.  In  that  post  and  previously  as 
associate  director  of  the  Conference  of  Economic  progress,  as  exec- 
utive director  of  the  National  Consumers  League,  and  as  a  teacher  of 
economics,  I  have  been  deeply  concerned  with  the  problems  of  poverty 
and  with  welfare  programs. 

I  am  a  member  of  the  National  Council  of  Jewish  Women,  an 
organization  established  in  1893  with  a  membership  of  over  100,000 
in  local  units  throughout  the  United  States.  Throughout  its  existence 
the  council  has  been  concerned  with  welfare  problems.  Many  of  its 
members  in  their  local  communities  have  provided  actual  services  to 
people  in  need.  Over  the  years  the  delegates  to  our  conventions  have 
made  commitments  to  work  for  an  improved  welfare  system,  and 
at  our  last  biennial  convention,  held  in  Chicago,  they  resolved : 

To  work  for  a  program  of  income  maintenance  which  will  provide  at  least 
a  minimum  standard  of  living  for  all  people.  This  program  should  maintain 
work  incentives  and  uphold  the  rights  and  dignity  of  recipients. 

The  four  organizations  which  I  speak  for  today  support  the  major 
intent  of  the  bill,  H.R.  14173,  the  family  assistance  act  of  1969,  to 
improve  the  Nation's  family  welfare  program.  It  marks  a  significant 
step  forward  in  the  recognition  it  gives  to  the  urgent  need  to  assure 
our  Nation's  families  of  at  least  a  minimum  living  standard.  Our  pres- 
ent welfare  system  is  sadly  wanting.  It  is  unsconsionable  that  our 
country,  so  amply  able  to  provide  adequately  for  all  its  people,  should 
still  subject  about  25  million  of  its  men,  women,  and  children  to  the 
intolerable  hardships  of  poverty. 

Public  welfare  assistance  is  at  present  woefully  inadequate  and  in- 
equitable ;  as  now  administered  it  is  all  too  often  destructive  of  family 
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life  and  human  dignity.  The  assistance  system  has  long  needed  thor- 
oughgoing overhauling.  H.R,  14173  is  a  first  step  in  that  direction.  We 
would  urge,  however  that  the  bill  be  amended  in  a  number  of  very  im- 
portant respects. 

1.  The  assistance  benefits  proposed  would  be  available  only  to  fami- 
lies with  children.  This  would  exclude  from  the  program  about  a  third 
of  those  now  in  poverty — a  third  who  are  now  the  most  deprived 
among  us.  Nearly  5  million  individuals,  not  members  of  families  and 
with  incomes  below  a  poverty  line  set  at  a  pitiful  level,  eke  out  a  very 
meager  existence.  What,  too,  of  the  2  million  poor  families  without 
children — another  4  million  people — who  are  trying  to  make  ends  meet 
with  less  than  $2,100  a  year  if  they  are  nonf arm  families,  and  with  less 
than  $1,800  if  they  live  on  farms?  Theirs  is  an  impossible  task.  As  we 
recognize  our  basic  obligation  for  income  assurance,  we  cannot  turn 
our  backs  on  either  of  these  groups.  They,  too,  should  be  eligible  for 
benefits. 

2.  Second,  the  family  assistance  benefits  provided  in  H.R.  14173 
are,  in  our  judgment,  excessively  low.  The  Government  classified  a 
nonfarm  family  of  four  members  as  poor  in  1968  if  its  income  was 
less  than  $3,400.  By  1970,  just  to  cover  price  rises,  this  figure  will  be 
over  $3,700.  And  there  can  be  no  question  but  that  this  has  been  far 
too  narrow  a  definition  of  poverty. 

How,  then,  can  we,  at  this  point  in  history,  set  an  income  floor  of 
$1,600  a  year  for  a  family  of  four  and  call  it  income  "assurance"  even 
with  the  mandatory  State  assistance  added  ? 

There  has  been  a  dramatic  awakening  of  conscience  in  America  in 
recent  years.  We  are  profoundly  convinced  that  a  more  adequate  in- 
come floor  would  be  strongly  supported  by  a  large  majority  of  the 
Nation.  We  recommend  that  the  basic  payment  level  be  set  at  least 
at  the  poverty  line  as  currently  defined — at  $3,700  a  year  for  a  family 
of  four.  The  level  should  rise  not  only  to  adjust  to  price  increases  but 
also  in  accordance  with  national  production  expansion  (our  capacity, 
in  other  words,  to  meet  need),  and  quick  rising  wage  levels.  If  it 
doesn't  rise  with  wage  levels,  the  gap  between  earners  and  those  as- 
sisted widens,  and  inequity  increases. 

In  humanitarian  terms  such  a  base  is  fundamental.  And  it  makes 
sense  in  economic  terms  as  well.  Income  assurance  benefits  that,  in  fact, 
would  cover  the  bare  minimum  of  basic  human  needs  would  avert 
costly  human  tragedy.  We  can  afford  to  do  real  battle  against  poverty. 
We  cannot  afford  not  to. 

3.  We  also  urge  the  amendment  of  H.E,  14173  with  respect  to  its 
provisions  for  the  administration  of  assistance.  We  believe  the  time 
has  come  to  end  once  and  for  all  categorical  distinction  among  the 
needy.  Our  present  Federal-State  system  of  welfare  administration  is 
cumbersome,  highly  inequitable  and  anachronistic.  It  should  be  re- 
placed with  a  federally  administered  system  providing  benefits  to  all 
in  need,  with  nationwide  Federal  standards  and  financed  from  Federal 
revenues. 

4.  As  we  appraise  our  capacity  to  set  more  adequate  assistance  levels, 
we  should  bear  in  mind  that  our  great  challenge  is  to  reduce  consider- 
ably the  number  of  those  needing  assistance,  by  helping  the  maximum 
number  of  those  now  in  poverty  to  enter  the  mainstream  of  self-suffi- 
cient economic  life. 

We  welcome  the  recognition  of  this  objective  by  H.R.  14173  and 
would  strongly  underline  our  conviction  that  we  have  the  economic 
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capacity  to  avert  much  of  the  Nation's  present  proverty.  We  find 
heartening  the  emphasis  placed  in  H.K.  14173  on  improved  employ- 
ment and  training-  opportunities  to  improve  the  capacity  for  em- 
ployment of  members  of  low-income  f  amilies. 

This  is  good  as  far  as  it  goes,  but  it  doesn't  go  far  enough.  Exper- 
ience has  clearly  taught  us  that  unless  there  are  job  openings  which 
the  trained  can  enter,  frustration  and  bitterness  result.  Urgently  needed 
are  job  creation  programs.  The  Federal  Government,  if  need  be,  should 
provide  public  programs  to  assure  employment  through  the  pro- 
vision of  critically  short  education,  health,  recreation,  and  other  es- 
sential community  f  acilities  and  services.  It  is  in  these  areas  especially 
that  work  opportunities  can  and  should  be  created.  This  calls  for  fac- 
ing up  squarely  to  the  responsibility  for  public  financing  and  this  is  a 
national  responsibility.  It  cannot  be  met  by  the  50  States  each  working 
separately  and  on  their  own.  We  urge  the  amendment  of  the  bijl 
accordingly. 

5.  H.R.  14173  provides  that  all  family  members  eligible  for  family 
assistance  must  register  for  training  and  employment  with  the  local 
employment  office  or  be  denied  their  benefits  as  individuals.  Exempted 
are  children,  the  ill,  the  elderly,  the  incapacitated,  those  required  at 
home  to  care  for  an  ill  or  incapacitated  family  member,  women  whose 
husbands  register,  and  mothers  caring  for  children  under  the  age  of  6. 

In  our  judgment  this  exclusion  of  mothers  of  preschool  children 
should  relate  also  to  mothers  of  older  children,  heading  their  house- 
holds, who  feel  that  they  are  needed  at  home.  The  mother  herself — we 
strongly  emphasize  this — should  be  free  to  make  the  choice. 

In  fact,  we  believe  that  a  mandatory  work  requirement  is  not  needed 
for  either  men  or  women,  and  we  urge  its  deletion.  Both  are  eager  to 
take  jobs  when  the  are  available  and  at  a  living  wage.  This  is  attested 
to  by  the  fact  that  fewer  than  100,000  able-bodied  men  are  on  the 
Nation's  welfare  rolls  at  the  present  time.  And  survey  after  survey 
has  shown  how  large  is  the  number  of  women  who  head  their  house- 
holds who  are  AFDC  mothers  who  would  accept  employment  were 
day  care  facilities — and  also  let  me  stress  this — and  after  school  care 
facilities  available  to  their  children. 

The  fact  is  that  day  care  facilities  are  woefully  lacking,  and  after 
school  care  is  virtually  nonexistent. 

Over  5  million  children  under  the  age  of  6  have  working  mothers. 
There  are  presently  licensed  day  care  facilities  for  only  about  600,000 
of  them.  While  the  number  of  facilities  has  been  increasing  in  recent 
years  the  rate  of  expansion  has  not  kept  pace  with  growing  need.  The 
provision  of  sufficient  and  adequate  day  care  centers  for  the  children 
of  working  mothers,  and  at  an  affordable  price,  is  one  of  the  most 
important  items  of  unfinished  business  on  the  American  agenda. 

H.R.  14173  would  provide  funds  for  day  care  services  for  the 
children  of  mothers  undertaking  training  or  employment  under  the 
program.  We  noted  with  encouragement  that  it  would  provide  funds 
for  the  alteration  or  remodeling  or  renovation  of  clay  care  facilities. 
This  is  excellent  as  far  as  it  goes,  but  it  does  not  begin  to  go  far  enough. 

There  is  an  acute  shortage  of  facilities  which  can  be  altered, 
remodeled,  or  renovated — far,  far  too  few  to  provide  for  the  450,000 
additional  children  of  welfare  mothers  the  Executive  Office  of  the 
President  states  would  be  cared  for  under  the  new  program.  Funds  for 
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facility  construction  are  of  the  essence.  Needed,  too,  are  funds  for  the 
training  of  additional  day  care  personnel,  at  the  professional  and 
subprof  essional  levels. 

Equally  urgent  is  the  need  to  assure  high  standards  for  the  day  care 
to  be  provided.  We  shall  rue  the  consequences  if  the  day  care  provisions 
of  the  bill  as  now  written  are  enacted  and  we  find  that  we  are  subsidiz- 
ing custodial  care  of  the  worst  kind,  totally  lacking  in  child  develop- 
ment components. 

May  I  add  that  when  day  care  funds  are  provided  as  part  of  a 
training  and  employment  incentive  program  they  must  be  assured  on  a 
several-year  basis.  Just  yesterday  I  learned  that  our  National  Capital 
Day  Care  Association  here  in  the  District  which  now  administers 
day  care  centers  for  680  children  has  been  ordered  by  the  United 
Planning  Organization  to  cut  back  by  65  percent  its  day  care  for 
children  of  concentrated  employment  program  parents,  some  148 
children  in  all. 

Funds  can't  be  counted  on,  on  a  continuing  basis,  because  of  our 
appropriations  methods.  Day  care  is  a  service  that  can't  be  turned  on 
and  off.  What  is  to  happen  to  the  children,  to  their  parents,  to  the 
facilities  ? 

Day  care  personnel,  once  let  off,  will  go  elsewhere — the  demand 
for  them  is  so  great — and  won't  be  available  if  and  when  funds  flow 
again.  I  mention  the  District;  the  problem  is  nationwide.  We  must 
have  a  better  approach  to  budgeting  if  commitments  are  to  be  meaning- 
ful and  children  are  to  be  lent  the  helping  hand  that  is  their  due. 

6.  It  is  our  hope  that  the  bill  will  be  amended  not  only  to  provide 
more  adequately  for  day  care  services,  but  for  other  child  welfare  and 
other  essential  services  as  well,  operated  under  Federal  standards. 
Especially  do  we  urge  the  extension  of  medicare  to  all  social  insurance 
beneficiaries  and  of  medicaid  to  assistance  recipients. 

7.  We  are  troubled  that  the  bill  as  now  written  would  designate  the 
State  Employment  Services  as  the  agencies  to  administer  family  assist- 
ance for  training  and  jobs.  We  recommend  the  federalization  of  the 
Employment  Services.  We  see  this  as  vital  if  we  are  to  move  as  we 
should  to  Federal  standards  for  work  training  allowances,  for  work 
referral,  and  for  wages  to  be  paid. 

As  presently  written  the  bill  might  lead  to  the  subsidization  of 
unconscionable  employers  and  to  the  possibility  of  forced  labor  situa- 
tions. Were  a  woman  to  turn  down  a  $1  an  hour  wage  for  domestic 
work  here  in  Washington,  for  instance,  or  anywhere,  could  she  not 
well  be  deprived  of  assistance  benefits,  as  the  bill  is  written  ? 

A  good  job  at  good  pay  is  the  best  defense  we  have  ever  built  against 
poverty.  How  sad  it  is  that  about  8  million  people  are  members  of 
families  in  which  the  father  works  full  time,  and  still  their  families  are 
poor.  It  is  almost  incredible  that  there  are  over  1  million  families 
headed  by  fathers  who  are  working  full  time  and  earning  less  than  the 
average  AFDC-UF  payment  for  families  without  other  income. 

We  note  that  the  bill  would  provide  assistance  to  families  in  poverty 
in  which  the  breadwinner  is  underemployed  or  paid  substandard 
wages.  In  cases  where  the  breadwinner  cannot  accept  full-time  employ- 
ment, for  reasons  of  physical  disability  or  family  responsibilities,  or 
cannot  find  full-time  work,  assistance  benefits  are  clearly  needed.  But 
in  our  judgment  the  full-time  worker  should  take  home  enough  pay  to 
maintain  his  or  her  family  well  above  poverty  levels. 
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We  therefore  wish  to  record  our  view  that  hand  in  hand  with  welfare 
reform  should  go  the  strengthening  of  the  Fair  Labor  Standards  Act 
to  provide  a  more  adequate  minimum  wage  to  meet  current  living  costs 
and  the  extension  of  coverage  to  cover  all  workers,  including  migratory 
workers,  and  might  I  underscore  this,  household  employees  as  well. 

Pending  the  enactment  of  such  legislation,  we  would  suggest  that 
BLR.  14173  include  a  provision  to  assure  that  workers  not  be  referred 
to  jobs  paying  less  than  the  Federal  minimum  wage.  Such  action  would 
help  move  us  toward  the  President's  goal  of  a  "full  opportunity  for 
every  American  to  share  the  bounty  of  this  rich  land." 

8.  A  vital  part  of  a  sound  income  maintenance  program  necessary 
to  the  minimization  of  the  need  for  assistance,  is  the  lifting  of  our 
social  security  payments,  and  the  unduly  delayed  improvement  of  un- 
employment insurance  and  the  workmen's  compensation  systems.  We 
are  committed  to  work  for  social  security  benefits  which  increase  with 
rising  living  costs  and  wage  levels. 

We,  therefore,  support  the  provision  of  H.R.  14080  which  wolild 
automatically  adjust  benefits  to  the  increase  in  the  cost  of  living.  We 
feel,  however,  that  a  10-percent  increase  across  the  board  will  not 
improve  greatly  the  plight  of  the  elderly,  most  of  whom  live  on  incomes 
far  below  the  established  poverty  level.  We  urge  a  more  substantial 
increase  in  social  security  benefits. 

In  conclusion,  may  I  say  how  heartened  we  are  by  the  growing  public 
acceptance  of  our  responsibility  as  a  nation  for  the  assurance  of  mini- 
mum adequate  living  standards.  H.R.  14173,  strengthened  along  the 
lines  we  have  suggested  and  buttressed  by  complementary  action  de- 
signed to  strike  at  the  root  causes  of  poverty,  can  truly  spell  the  begin- 
ning of  the  end  of  poverty  in  our  land. 

May  I  thank  the  committee  for  this  opportunity  to  appear  before  you 
this  morning. 

Mr.  Burke  (presiding).  Thank  you. 

Are  there  any  questions  ? 

I  wish  to  compliment  you  for  your  fine  statement.  It  includes  many 
items  that  I  agree  with,  and  we  thank  you  for  your  contribution  here 
today. 

Mrs.  Keyserling.  Thank  you. 

(The  prepared  statement  of  Mrs.  Keyserling  follows :) 

Statement  of  Mrs.  Mary  Dublin  Keyserling  on  Behalf  of  the  National 
Council  of  Jewish  Women,  the  National  Council  of  Catholic  Women, 
Church  AVomen  United,  and  the  National  Board  of  the  Young  Women's 
Christian  Association 

I  am  Mary  Dublin  Keyserling,  a  member  of  the  National  Council  of  Jewish 
Women,  an  organization  established  in  1893,  with  a  membership  of  over  100,000 
in  local  units  throughout  the  United  States.  I  am  an  economist  and  served  during 
the  Administration  of  President  Johnson  as  Director  of  the  Women's  Bureau  of 
the  U.S.  Department  of  Labor.  In  that  post  and  previously  as  Associate  Director 
of  the  Conference  of  Economic  Progress,  as  Executive  Director  of  the  National 
Consumers  League,  and  as  a  teacher  of  economics,  I  have  been  deeply  concerned 
with  the  problems  of  poverty  and  with  welfare  programs. 

The  National  Council  of  Jewish  Women  for  over  three-quarters  of  a  century  has 
been  not  only  concerned  with  welfare  problems,  but  many  of  our  members  in  their 
local  communities  have  provided  actual  services  to  people  in  need.  Over  the  years 
the  delegates  to  our  conventions  made  commitments  to  work  for  an  improved 
welfare  system  and  at  our  last  Biennial  Convention,  held  in  Chicago,  they 
resolved : 
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•'To  work  for  a  program  of  income  maintenance  which  will  provide  at  least 
a  minimum  standard  of  living-  for  all  people.  This  program  should  maintain 
work  incentives  and  uphold  the  rights  and  dignity  of  recipients." 
The  National  Board  of  the  Young  Women's  Christian  Association,  The  National 
Council  of  Catholic  Women  and  Church  Women  United  wish  to  join  in  this  state- 
ment and  have  authorized  me  to  testify  also  on  their  behalf. 

We  support  the  major  intent  of  the  bill — to  improve  the  nation's  family  welfare 
program.  It  marks  a  significant  step  forward  in  the  recognition  it  gives  to  the 
urgent  need  to  assure  our  nation's  families  of  at  least  a  minimum  living  standard. 
Our  present  welfare  system  is  sadly  wanting.  It  is  unconscionable  that  our  coun- 
try, so  amply  able  to  provide  adequately  for  all  its  people,  should  still  subject 
about  25  million  of  its  men.  women  and  children  to  the  intolerable  hardships  of 
poverty.  Public  welfare  assistance  is  at  present  woefully  inadequate  and  in- 
equitable :  as  now  administered  it  is  all  too  often  destructive  of  family  life  and 
human  dignity.  The  assistance  system  has  long  needed  thoroughgoing  overhauling. 
H.R.  14173  is  a  first  step  in  that  direction.  We  would  urge,  however,  that  the  bill 
be  amended  in  a  number  of  very  important  respects. 

1.  The  assistance  benefits  proposed  would  be  available  only  to  families  with 
children.  This  would  exclude  from  the  program  about  a  third  of  those  now  in 
poverty — a  third  who  now  are  the  most  deprived  among  us.  Nearly  5  million 
individuals,  not  members  of  families  and  with  incomes  below  a  poverty  line  set 
at  a  pitiful  level,  eke  out  a  very  meager  existence.  What  too,  of  the  2  million 
poor  families  without  children — another  4  million  people — who  are  trying  to 
make  ends  meet  with  less  than  $2100  a  year  if  they  are  nonfarm  families,  and 
with  less  than  $1800  if  they  live  on  farms?  Theirs  is  an  impossible  task.  As  we 
recognize  our  basic  obligation  for  income  assurance,  we  cannot  turn  our  backs 
on  either  of  these  groups.  They  too  should  be  eligible  for  benefits. 

2.  Second,  the  family  assistance  benefits  provided  in  H.R.  14173  are,  in  our 
judgment,  excessively  iow.  The  government  classified  a  nonfarm  family  of  four 
members  as  poor  in  1968  if  its  income  was  less  than  $3400.  By  1970,  just  to  cover 
price  rises,  this  figure  will  be  over  $3700.  And  there  can  be  no  question  but  that 
this  has  been  far  too  narrow  a  definition  of  poverty.  How  then,  can  we,  at  this 
point  in  history,  set  an  income  floor  of  $1600  a  year  for  a  family  of  four  and  call 
it  income  "assurance"  even  with  the  mandatory  state  assistance  added?  There 
has  been  a  dramatic  awakening  of  conscience  in  America  in  recent  years.  We  are 
profoundly  convinced  that  a  more  adequate  income  floor  would  be  strongly  sup- 
ported by  a  large  majority  of  the  nation.  We  recommend  that  the  basic  payment 
level  be  set  at  least  at  the  poverty  line  as  currently  defined — at  $3700  a  year  for 
a  family  of  four.  The  level  should  rise  not  only  to  adjust  to  price  increases  but 
in  accordance,  too.  with  national  production  expansion  and  rising  wage  levels. 
In  humanitarian  terms  such  a  base  is  fundamental.  And  it  makes  sense  in  eco- 
nomic terms  as  well.  Income  assurance  benefits  that,  in  fact,  would  cover  the  bare 
minimum  of  basic  human  needs  would  avert  costly  human  tragedy.  We  can  afford 
to  do  real  battle  against  poverty.  We  cannot  afford  not  to. 

3.  We  also  urge  the  amendment  of  H.R.  14173  with  respect  to  its  provisions 
for  the  administration  of  assistance.  We  believe  the  time  has  come  to  end  once 
and  for  all  categorical  distinction  among  the  needy.  Our  present  federal-state 
system  of  welfare  administration  is  cumbersome,  highly  inequitable  and  anach- 
ronistic. It  should  be  replaced  with  a  federally  administered  system  providing 
benefits  to  all  in  need,  with  nationwide  federal  standards  and  financed  from 
federal  revenues. 

4.  As  we  appraise  our  capacity  to  set  more  adequate  assistance  levels  we 
should  bear  in  mind  that  our  great  challenge  is  to  reduce  considerably  the  num- 
ber of  those  needing  assistance,  by  helping  the  maximum  number  of  those  now 
in  poverty  to  enter  the  mainstream  of  self  sufficient  economic  life.  We  welcome 
the  recognition  of  this  objective  by  H.R.  14173  and  would  strongly  underline  our 
conviction  that  we  have  the  economic  capacity  to  avert  much  of  the  nation's 
present  poverty.  We  find  heartening  the  emphasis  placed  in  H.R.  14173  on 
improved  employment  and  training  opportunities  to  improve  the  capacity  for 
employment  of  members  of  low  income  families.  This  is  good  as  far  as  it  goes 
but  it  doesn't  go  far  enough.  Experience  has  clearly  taught  us  that  unless  there 
are  job  openings  which  the  trained  can  enter,  frustration  and  bitterness  result. 
Urgently  needed  are  job  creation  programs.  The  Federal  Government,  if  need  be, 
should  provide  public  programs  to  assure  employment  through  the  provision  of 
critically  short  education,  health,  recreation,  and  other  essential  community 
facilities  and  services.  It  is  in  these  areas  especially  that  work  opportunities  can 


1335 


and  should  be  created.  This  calls  for  facing  up  squarely  to  the  responsibility  for 
public  financing  and  this  is  a  national  responsibility.  It  cannot  be  met  by  the 
fifty  states  each  working  separately  and  on  their  own.  We  urge  the  amendment 
of  the  bill  accordingly. 

5.  H.R.  14173  provides  that  all  family  members  eligible  for  family  assistance 
must  register  for  training  and  employment  with  the  local  employment  office  or  be 
denied  their  benefits  as  individuals.  Exempted  are  children,  the  ill,  the  elderly, 
the  incapacitated,  those  required  at  home  to  care  for  an  ill  or  incapacitated 
family  member,  women  whose  husbands  register,  and  mothers  caring  for  children 
under  the  age  of  6.  In  our  judgment  this  exclusion  of  mothers  of  pre-school 
children  should  relate  also  to  mothers  of  older  t  hildren,  heading  their  households, 
who  feel  they  are  needed  at  home.  The  mother  herself  should  be  free  to  make 
the  choice. 

In  fact,  we  believe  that  a  mandatory  work  requirement  is  not  needed  for  either 
men  or  women,  and  we  urge  its  deletion.  Both  are  eager  to  take  jobs  when  they 
are  available  and  at  a  living  wage.  This  is  attested  to  by  the  fact  that  fewer 
than  100,000  able  bodied  men  are  on  the  nation's  welfare  rolls  at  the  present 
time.  And  survey  after  survey  has  shown  how  large  is  the  number  of  women  who 
head  their  households  who  are  AFDC  mothers  who  would  accept  employment 
were  day  care  facilities  and  after  school  care  available  for  their  children. 

The  fact  is  that  day  care  facilities  are  woefully  lacking.  Over  5  million  children 
under  the  age  of  6  have  working  mothers.  There  are  presently  licensed  day  care 
facilities  for  only  about  600,000  of  them.  While  the  number  of  facilities  has  been 
increasing  in  recent  years  the  rate  of  expansion  has  not  kept  pace  with  growing 
need.  The  provision  of  sufficient  and  adequate  day  care  centers  for  the  children 
of  working  mothers,  and  at  an  affordable  price,  is  one  of  the  most  important  items 
of  unfinished  business  on  the  American  agenda. 

H.R.  14173  would  provide  funds  for  day  care  services  for  the  children  of 
mothers  undertaking  training  or  employment  under  the  program.  It  would  also 
provide  funds  for  the  alteration,  remodeling  or  renovation  of  day  care  facilities. 
This  is  excellent  as  far  as  it  goes,  but  it  doesn't  begin  to  go  far  enough.  There 
is  an  acute  shortage  of  facilities  which  can  be  altered,  remodeled  or  renovated — 
far,  far  too  few  to  provide  for  the  450,000  additional  children  of  welfare  mothers 
the  Executive  Office  of  the  President  states  would  be  cared  for  under  the  new 
program.  Funds  for  facility  construction  are  of  the  essence.  So  too  are  funds  for 
the  training  of  additional  day  care  personnel,  at  the  professional  and  sub- 
professional  levels. 

Equally  urgent  is  the  need  to  assure  high  standards  for  the  day  care  to  be 
provided.  We  shall  rue  the  consequences  if  the  day  care  provisions  of  the  bill  as 
now  written  are  enacted  and  we  find  that  we  are  subsidizing  custodial  care  of  the 
worst  kind,  totally  lacking  in  child  development  components. 

May  I  add  that  when  day  care  funds  are  provided  as  part  of  a  training  and 
employment  incentive  program  they  must  be  assured  on  a  several  year  basis. 
Just  yesterday  I  learned  that  our  National  Capital  Day  Care  Association  here 
in  the  District  which  now  administers  day  care  centers  for  680  children  has  been 
ordered  by  the  United  Planning  Organization  to  cut  back  by  65  percent  its  day 
care  for  children  of  Concentrated  Employment  Program  parents,  some  148 
children  in  all.  Funds  can't  be  counted  on,  on  a  continuing  basis,  because  of  our 
appropriations  methods.  Day  care  is  a  service  that  can't  be  turned  on  and  off. 
What  is  to  happen  to  the  children,  to  their  parents,  to  the  facilities?  Day  care 
personnel,  once  let  off,  will  go  elsewhere — the  demand  for  them  is  so  great — and 
won't  be  available  if  and  when  funds  flow  again.  I  mention  the  District;  the 
problem  is  nationwide.  We  must  have  a  better  approach  to  budgeting  if  commit- 
ments are  to  be  meaningful  and  children  are  to  be  lent  the  helping  hand  that  is 
their  due. 

6.  It  is  our  hope  that  the  bill  will  be  amended  not  only  to  provide  more  ade- 
quately for  day  care  services,  but  for  other  child  welfare  and  other  essential 
services  as  well,  operated  under  federal  standards.  Especially  do  we  urge  the 
extension  of  Medicare  to  all  social  insurance  beneficiaries  and  of  medicaid  to 
assistance  recipients. 

7.  We  are  troubled  that  the  bill  as  now  written  would  designate  the  State 
Employment  Services  as  the  agencies  to  administer  family  assistance  for  training 
and  jobs.  We  recommend  the  federalization  of  the  Employment  Services.  We 
see  this  as  vital  if  we  are  to  move  as  we  should  to  federal  standards  for  work 
training  allowances,  for  work  referral,  and  for  wages  to  be  paid.  As  presently 
written  the  bill  might  lead  to  the  subsidization  of  unconscionable  employers  and 
to  the  possibility  of  forced  labor  situations.  Were  a  woman  to  turn  down  a  $1 
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an  hour  for  domestic  work  here  in  Washington,  for  instance,  could  she  not  well  be 
deprived  of  assistance  benefits? 

A  good  job  at  good  pay  is  the  best  defense  we've  ever  built  against  poverty. 
How  sad  it  is  that  about  eight  million  people  are  members  of  families  in  wihich 
the  father  works  full  time,  and  still  their  families  are  poor.  It  is  almost  incredible 
that  there  are  over  1  million  families  headed  by  fathers  who  are  working  full 
time  and  earning  less  than  the  average  AFDC-UF  payment  for  families  without 
other  income. 

We  note  that  the  bill  would  provide  assistance  to  families  in  poverty  in  which 
the  breadwinner  is  underemployed  or  paid  sub-standard  wages.  In  cases  where 
the  breadwinner  cannot  accept  full  time  employment,  for  reasons  of  physical 
disability  or  family  responsibilities,  or  cannot  find  full  time  work,  assistance 
benefits  are  clearly  needed.  But  the  full  time  worker  should,  we  believe,  take  home 
enough  pay  to  maintain  his  or  her  family  well  above  poverty  levels.  We  therefore 
wish  to  record  our  view  that  hand  in  hand  with  welfare  reform  should  go  the 
strengthening  of  the  Fair  Labor  Standards  Act  to  provide  a  more  adequate 
minimum  wage  to  meet  current  living  costs  and  the  extension  of  coverage  to 
cover  all  workers,  including  migratory  workers  and  household  employees. 

Pending  the  enactment  of  such  legislation  we  would  suggest  that  H.R.  14173 
include  a  provision  to  assure  that  workers  not  be  referred  to  jobs  paying  less  than 
the  federal  minimum  wage.  Such  action  would  help  move  us  toward  the 
President's  goal  of  a  "full  opportunity  for  every  American  to  share  the  bounty 
of  this  rich  land". 

8.  A  vital  part  of  a  sound  income  maintenance  program  necessary  to  the 
minimization  of  the  need  for  assistance,  is  the  lifting  of  our  social  security 
payments,  and  the  unduly  delayed  improvement  of  unemployment  insurance 
and  the  workmen's  compensation  system.  We  are  committed  to  work  for  social 
security  benefits  which  increase  with  rising  living  costs  and  wage  levels.  We, 
therefore,  support  the  provision  of  H.R.  14080  which  would  automatically  adjust 
benefits  to  the  increase  in  the  cost  of  living.  We  feel,  however,  that  a  10  percent 
increase  across  the  board  will  not  improve  greatly  the  plight  of  the  elderly,  most 
of  whom  live  on  incomes  far  below  the  established  poverty  level.  We  urge  a  more 
substantial  increase  in  social  security  benefits. 

In  conclusion,  may  I  say  how  heartened  we  are  by  the  growing  public  accept- 
ance of  our  responsibility  as  a  nation  for  the  assurance  of  minimum  adequate 
living  standards.  H.R.  14173,  strengthened  along  the  lines  we  have  suggested 
and  buttressed  by  complementary  action  designed  to  strike  at  the  root  causes 
of  poverty,  can  truly  spell  the  beginning  of  the  end  of  poverty  in  our  land. 

Mr.  Ullman.  Our  next  witnesses  are  Nelson  Cruikshank  and  Wil- 
liam E.  Hutton  of  the  National  Council  of  Senior  Citizens. 

STATEMENT  OP  NELSON  H.  CRUIKSHANK,  PRESIDENT,  NATIONAL 
COUNCIL  OF  SENIOR  CITIZENS;  ACCOMPANIED  BY  WILLIAM  R. 
HUTTON,  EXECUTIVE  DIRECTOR 

Mr.  Cruikshank.  Mr.  Chairman  and  other  distinguished  members 
of  the  Ways  and  Means  Committee,  my  name  is  Nelson  H.  Cruikshank. 
I  am  president  of  the  National  Council  of  Senior  Citizens,  a  nonprofit, 
nonpartisan  organization  made  up  of  over  2,500  affiliated  older  people's 
clubs  with  more  than  2,500,000  members  across  the  Nation. 

I  am  accompanied  by  Mr.  William  R.  Hutton,  the  executive  director 
of  the  National  Council  of  Senior  Citizens.  There  are  also  here  too, 
members  of  the  committee,  some  of  the  members  of  our  local  clubs 
in  the  District  who  came  because  of  their  very  great  interest  in  the 
subject  which  is  before  the  committee  this  morning.  Some  of  them 
have  had  to  leave,  but  we  always  appreciate  the  courtesies  that  members 
of  this  committee  have  given  in  an  open  hearing  and  permitting 
people  to  come  and  participate  and  by  hearing  the  discussions. 

You  may  recall  that  I  was  for  many  years  director  of  the  AFL-CIO 
Social  Security  Department.  I  retired  from  that  position  in  1965  but 
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I  have  since  kept  up  an  active  interest  in  the  financial  and  related 
problems  of  the  elderly. 

This  is  my  first  appearance,  gentlemen,  as  a  retired  and  as  a  social 
security  recipient,  and  I  want  to  say  I  appreciate  what  your  committee 
and  your  colleagues  and  the  Congress  have  done  over  the  years  to 
improve  the  system. 

I  have  served  as  a  member  of  the  health  insurance  benefits  advisory 
council  since  its  establishment  under  the  Social  Security  Amendments 
of  1965.  Since  1967  this  body  has  had,  in  addition  to  its  responsibility 
for  recommending  regulations  to  the  secretary,  the  responsibility  for 
reviewing  the  medicare  program  and  suggesting  improvements  in  its 
operation. 

Also,  from  1965  until  my  election  last  June  as  president  of  the 
National  Council  of  Senior  Citizens,  I  was  a  member  of  the  national 
council's  advisory  committee.  During  this  time  I  was  in  frequent  con- 
sultation with  club  leaders  and  individual  members  of  the  national 
council  on  the  financial  and  health  problems  of  the  Nation's  elderly. 

I  would  like  to  express  appreciation  to  the  committee  for  having 
approved  many  of  the  proposals  offered  by  labor,  social  welfare  and 
other  humanitarian  organizations  and  by  advisory  groups  I  have  been 
associated  with.  It  should  be  noted  that  when  some  of  these  proposals 
were  first  made,  they  seemed  somewhat  bold  and  "far  out"  but  the 
passage  of  time  has  now  shown  them  to  be  quite  inadequate  in  the 
light  of  today's  needs. 

I  am  sure  some  of  the  distinguished  committee  members  recall  the 
effort  put  forth  by  the  National  Council  of  Senior  Citizens  in  the  long, 
nationwide  campaign  for  health  care  for  the  elderly  under  social 
security. 

Throughout  its  8-year  history,  the  national  council  has  sought  legis- 
lative and  administrative  action  at  the  Federal,  State,  and  local  levels 
of  government  to  help  Americans  achieve  financial  security  and  have 
a  better  life  during  their  retirement  years. 

However,  I  want  to  emphasize  that  members  of  the  National  Coun- 
cil of  Senior  Citizens  are  not  just  narrowly  interested  in  themselves — 
although  long  neglect  of  the  millions  of  elderly  poor  would  surely 
justify  their  giving  top  priority  to  personal  needs. 

The  members  of  the  national  council  have  worked  for  many  meas- 
ures of  major  concern  to  all  Americans,  including  the  test  ban  treaty, 
the  war  on  poverty,  clean  air  and  clean  water  legislation,  a  Federal 
occupational  safety  and  health  law  to  protect  those  still  in  the  work 
force,  and  for  consumer  protection  laws  to  protect  both  young  and  old. 

Our  members  seek  no  privileged  position  over  the  young  or  the 
middle  aged.  We  are  not  insensitive  to  the  needs  of  other  age  groups.  To 
the  contrary,  we  are  deeply  concerned  about  destitute  families,  even 
when  none  of  the  members  of  such  a  family  is  near  retirement  age.  We 
support  measures  to  help  them  conquer  poverty. 

Members  of  the  National  Council  of  Senior  Citizens  merely  ask  a 
reasonable  share  of  the  prosperity  they  helped  create  so  they  can  live 
in  dignity  and  security  in  the  retirement  years. 

Many  of  our  older  people  can  be  an  important  resource  for  the 
betterment  of  American  communities  if  they  only  could  be  released 
from  the  never-ending  and  losing  battle  of  struggling  for  their  very 
existence. 
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Accordingly,  the  ■burden  of  our  presentation  will  deal  with  the  need 
to  update  the  social  insurance  provisions  of  the  Social  Security  Act, 
not  because  the  other  provisions  that  have  been  discussed  here  earlier 
this  morning  are  not  important,  but  because  these  are  the  ones  that 
are  of  most  direct  concern  to  our  members,  namely,  its  old  age,  survi- 
vors, disability  and  health  insurance  titles. 

Our  reason  for  this  emphasis  is  twofold. 

1.  We  adhere  firmly  to  the  belief  that  social  insurance  should  be 
the  first  line  of  defense  against  destitution  and  poverty.  Public  assist- 
ance has  a  supporting  role,  but  this  is  secondary. 

This  position  was  eloquently  stated  by  the  Advisory  Council  on 
Public  Welfare  which  reported  to  the  Secretary  of  Health,  Educa- 
tion, and  Welfare  in  June  1966  : 

The  Social  Insurance  system  is  primarily  designed  to  help  meet  income  needs 
for  employed  wage  earners  when  their  earnings  cease  or  are  interrupted.  While 
our  present  social  insurance  system  is  fragmented  into  various  programs,  such 
as  Old  Age,  Survivors,  Disability,  and  Health  Insurance,  Unemployment  Insur- 
ance, and  Workmen's  Compensation,  its  effectiveness  can  be  measured  by  the 
extent  to  which  all  wage  earners  and  risks  are  covered  and  the  adequacy  of 
the  benefits.  Another  measure  of  the  success  of  these  programs  in  preventing 
need  is  how  many  wage  earners  land  their  dependents  must  turn  to  public  assist- 
ance to  meet  their  basic  needs  when  income  is  interrupted. 

The  Nation  has  long  accepted  social  insurance  as  the  primary  source  of 
economic  security  for  workers  and  their  dependents  when  earnings  are  inter- 
rupted by  circumstances  beyond  their  control. 

If  we  agree  that  social  insurance  should  constitute  the  first  line  of 
defense  against  destitution  and  that  public  assistance  should  deal 
with  residual  needs,  it  seems  appropriate  that  we  should  first  work 
out  the  changes  in  social  security  necessary  to  meet  essential  needs, 
then  tailor  public  assistance  programs  to  meet  the  requirements  of 
special  and  unusual  circumstances.  This  is  particularly  appropriate 
as  it  would  apply  to  the  aged. 

One  very  knotty  problem  now  exists  with  respect  to  that  group  of 
the  aged  which  depends  on  both  social  security  benefits  and  public 
assistance.  You  will  recall  that  HEW  Secretary  Finch  reported  to  this 
committee  that  currently  about  1.2  million  aged  were  in  this  group — 
about  60  percent  of  all  the  aged  receiving  old  age  assistance.  It  rep- 
resents nearly  8  percent  of  all  OASI  beneficiaries  aged  65  and  over. 

In  the  past  a  very  frustrating  situation  has  developed  as  a  result  of 
States  reducing  their  OAA  payments  after  Congress  increases  social 
security  benefit  amounts — thus  leaving  these  elderly  poor  no  better 
off  than  they  were.  We  realize  that  this  is  a  problem,  but  we  realize 
also,  and  we  urge  this  consideration,  that  if  social  insurance  payments 
were  at  the  kind  of  standard  that  Ave  are  thinking  of  now,  and  pro- 
posing, the  problem  would  be  almost  entirely  obliterated. 

If  social  insurance  benefits,  particularly  at  the  minimum  level,  were 
raised  sufficiently  to  meet  the  problem  of  need  as  we  feel  they  should, 
you  wouldn't  really  have  the  problem  of  double  payments,  except  in 
a  very  few  cases.  We  realize  also  that  you  can't  just  keep  adding  a 
two-level  kind  of  system  and  we  are  not  proposing  that. 

But  we  are  proposing  that  a  pass-through  provision  be  written  into 
the  bill  that  you  report  that  would  mean  that  no  State  could  reduce 
its  public  assistance  payments  as  a  result  of  increased  social  security 
payments,  until  the  two  added  together  meet  the  standard  of  poverty 
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level  that  has  been  established  by  the  appropriate  agency  of  Gov- 
ernment. 

This  is  a  particularly  cruel  blow  in  those  States  where  statutory 
OAA  payments  are  below  even  the  level  of  need  as  determined  by  the 
State  itself.  These  standards  themselves  are  pitifully  low,  reflecting, 
as  they  do,  not  only  the  State's  financial  capacity,  but  also  the  social 
attitudes  and  judgments  that  color  the  climate  of  opinion  surrounding 
public  assistance. 

It  is  on  the  basis  of  these  considerations  that  members  of  the  Na- 
tional Council  of  Senior  Citizens  are  asking  that  a  provision  be  in- 
cluded in  whatever  measure  your  committee  reports  out  that  no  State 
be  permitted  to  offset  social  security  benefits  against  its  OAA  pay- 
ments in  any  case  where  the  sum  of  the  two  is  lower  than  the  "poverty 
level"  determined  by  the  appropriate  Government  agency. 

Before  leaving  this  matter  of  public  assistance,  I  should  like  to  add 
this  additional  recommendation.  The  administration  proposals  for  a 
broadened  family  assistance  plan  call  for  its  being  operated  by  the 
Social  Security  Administration.  In  our  view  this  would  be  disastrous. 

The  Social  Security  Administration  has  an  enviable  reputation  for 
clean,  efficient  administration.  Its  local  offices  are  highly  regarded 
throughout  the  country,  not  only  for  their  thoroughness,  but  for  the 
consideration  and  understanding  of  older  people's  problems  displayed 
by  their  personnel.  People  by  the  millions  go  to  their  local  social  secu- 
rity offices  with  no  affront  to  their  dignity,  as  they  have  come  to  realize 
that  here  they  are  only  required  to  establish  their  right  to  an  earned 
benefit.  All  this  priceless  advantage  would  be  lost  if  these  offices  were 
to  be  made  into  "relief"  or  "welfare"  offices  and  the  distinction  that  now 
exists  in  the  public  mind  between  social  insurance  and  public  assist- 
ance were  to  be  erased. 

Our  second  reason  for  placing  our  chief  emphasis  on  the  need  for 
improving  social  security  is  that  this  program — including  its  medicare 
provisions — is  the  one  that  touches  most  of  the  elderly  most  directly. 
Social  security  is  the  main  source  of  income  for  the  great  majority 
of  the  elderly.  Only  one  in  every  four  of  the  older  Americans  over  65 
would  remain  above  the  poverty  line  without  social  security. 

Unfortunately,  however,  social  security  falls  far  short  of  doing  what 
what  it  was  intended  to  do,  namely,  replace  income  lost  due  to  retire- 
ment, disability,  or  death. 

Millions  of  elderly  Americans  are  desperately  poor,  and  their  num- 
ber is  steadily  increasing. 

The  Senate  Special  Committee  on  Aging  in  special  studies  and 
hearings  over  the  past  year  has  documented  this  alarming  situation. 
A  task  force  of  outstanding  economists  recently  reported  to  the  com- 
mittee that : 

Three  out  of  every  10  Americans  age  65  or  over  are  desperately  poor. 
Most  of  them  supported  themselves  in  reasonable  comfort  before  they 
became  old. 

The  number  of  elderly  living  below  the  poverty  line  is  increasing. 
The  elderly  have  been  largely  ignored  in  the  Government  antipoverty 
programs  of  recent  years  and  studies  reveal  that  the  elderly  and 
families  headed  by  women  are  only  poverty  categories  to  show  an 
increase  in  the  past  decade. 
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Older  persons  living  alone  are  the  worst  off.  More  than  half  have 
incomes  below  $1,500  a  year  and  one- fourth  are  below  $1,000.  Imagine 
trying  to  exist  in  the  days  of  prices  like  we  have  now  on  $30  or  $20  a 
week.  A  fourth  of  them  are  below  $20  a  week. 

Private  pensions  and  other  supplemental  income  have  not  filled 
the  retirement  income  gap  as  many  expected.  Only  15  percent  of  those 
now  on  social  security  collect  private  pensions — and  many  of  those  are 
pitifully  low. 

The  overwhelming  proportion  of  people  retiring  today  receive  in- 
comes— from  both  public  and  private  pensions — amounting  to  only 
20  to  40  percent  of  their  average  earnings  in  the  years  prior  to 
retirement. 

But  for  social  security,  only  one  in  20  of  our  retirees  would  have 
continuing  incomes  above  the  amount  needed  to  maintain  what  the 
Department  of  Labor  has  defined  as  a  "moderate"  living  standard — 
$3,900  a  year  for  an  aged  couple. 

The  task  force  report,  entitled  "Economics  of  Aging :  Toward  a  Full 
Share  of  Abundance,"  also  points  out  that  more  workers  are  spending 
more  years  in  retirement  with  the  consequent  drastic  reduction  in 
living  standards  this  involves. 

The  problem  reflects  a  growing  bias  in  the  competitive  labor  force 
against  hiring  the  elderly.  Any  wage  earner  who  becomes  unem- 
ployed after  age  40  is  likely  to  encounter  this  form  of  discrimination, 
the  U.S.  Labor  Department  reports. 

Today  more  than  half  of  the  people  retiring  are  retiring  before 
age  65  under  social  security  and  I  suspect  there  is  a  lot  of  concealed 
unemployment  in  what  is  now  called  early  retirement. 

Median  income  of  families  with  an  aged  head  is  now  less  than  half 
the  median  income  of  younger  families  and  the  gap  is  growing  wider 
each  year,  the  Senate  task  force  report  reveals.  Unless  action  is  taken 
to  reverse  this  trend,  the  economic  position  of  the  elderly  will  worsen 
markedly  in  the  years  ahead.  Without  meaningful  action  soon,  today's 
workers  face  a  grim  prospect  indeed  when  the  time  comes  for  them 
to  retire,  the  Senate  task  force  warns. 

The  logical  and  effective  way  to  meet  this  critical  situation  is  to 
strengthen  the  social  security  system  so  it  can  do  what  it  was  originally 
intended  to  do. 

The  situation  cannot  be  cured  by  tinkering  with  social  security — 
making  a  little  change  here  and  a  little  change  there,  like  tuning  up 
a  sluggish  car  engine. 

There  is  need  for  a  major  overhaul — for  changes  in  the  social 
security  system  that  are  substantial,  imaginative,  even  daring — 
changes  worthy  of  a  nation  that  can  land  men  on  the  moon  and  bring 
them  back  safely  to  earth — worth  of  an  America  accustomed  to  think- 
ing big. 

That  is  why  the  National  Council  of  Senior  Citizens  considers  the 
10  percent  social  security  increase  proposal  by  the  administration 
utterly  inadequate  in  view  of  the  dimension  of  real  need  so  clearly 
documented  by  Senate  consultants  and  other  students  of  the  economic 
position  of  the  U.S.  elderly. 

The  administration  is,  liowever,  to  be  commended  for  the  imagina- 
tive thinking  responsible  for  some  of  its  social  security  and  welfare 
proposals.  We  fully  support  their  recommendations  with  respect  to 
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making  widow's  benefits  equal  to  the  primary  benefit,  providing  a 
uniform  method  of  computing  benefits  for  men  and  women,  and 
liberalizing  the  retirement  test.  We  welcome  the  proposal  for  an  auto- 
matic cost-of-living  increase  in  benefits  and  wage  base,  but  note  that 
it  would  be  much  more  meaningful  if  applied  after  the  basic  improve- 
ments that  are  now  necessary  have  been  made. 

Likewise,  we  welcome  the  recognition  on  the  part  of  the  administra- 
tion that  the  contribution  and  benefit  base  needs  to  be  increased.  How- 
ever, according  to  the  Secretary's  own  statement,  his  recommenda- 
tion is  only  to  maintain  the  relationship  between  the  base  and  earn- 
ings level  established  in  1951.  Thirty-six  hundred  dollars  was  too  low 
in  1951  and  the  comparable  $9,000  is  too  low  for  1972.  It  would  place 
too  low  a  ceiling  on  benefits,  and  fail  to  produce  the  income  needed 
for  other  improvements. 

The  National  Council  of  Senior  Citizens  also  supports  the  seven 
proposals  for  improvement  in  medicare  set  forth  in  the  "Health  Cost 
Effectiveness  Amendments  of  1969"  put  forward  by  the  administra- 
tion. We  are  disappointed,  however,  that  a  number  of  substantive 
changes  recommended  after  months  of  careful  deliberation  by  the 
Health  Insurance  Benefits  Advisory  Council  were  not  included  in  the 
administration's  recommendation.  Particularly  disappointing  is  the 
failure  to  adopt  the  recommendation  to  eliminate  the  blood  deductible. 

Experience  with  the  operation  of  the  medicare  program  has  demon- 
strated that  only  a  small  proportion  of  the  beneficiaries  are  able  to 
secure  the  matching  amounts  of  blood  now  required,  with  the  result 
they  have  to  buy  blood.  This  is  simply  the  equivalent  of  a  further 
cash  deductible  which  is  a  real  hardship  on  the  elderly  sick. 

While  on  the  subject  of  proposed  medicare  changes,  I  would  like 
to  state  the  clear  unequivocal  position  of  the  National  Council  of 
Senior  Citizens  against  including  chiropractic  as  a  reimbursable  serv- 
ice under  the  program.  We  note  with  some  dismay  the  spate  of  bills 
that  have  been  introduced  in  support  of  this  proposal,  and  we  are 
aware  of  the  very  vigorous  efforts  of  this  group  to  obtain  this  change 
in  the  medicare  law. 

The  chiropractors  have  even  mounted  considerable  lobbying  efforts 
at  the  annual  conventions  of  the  National  Council  of  Senior  Citizens, 
especially  the  last  one  in  June  of  this  year.  But  they  did  not  succeed 
in  persuading  our  delegates  that  chiropractic  would  be  of  advantage 
if  added  as  a  medicare  service.  In  fact,  they  are  convinced  it  would 
represent  another  serious  health  hazard. 

They  feel  that  medicare  has  a  responsibility  for  preserving  some- 
thing of  the  quality  of  care ;  that  is,  care  that  is  purchased  by  the  Gov- 
ernment under  this  program,  and  that  to  permit  this  coverage  as  re- 
quested would  be  a  serious  setback  in  the  quality  of  care  and  would 
be  a  definite  harm  to  many  of  our  members. 

I,  and  one  of  the  vice  presidents  of  the  national  council,  served  on 
the  ad  hoc  committee  on  private  practitioners  set  up  by  HEW  to  study 
this  and  other  proposals.  We  went  into  this  matter  thoroughly  and 
objectively.  We  made  the  findings  of  this  group  available  to  our  dele- 
gates and  fund  them  wholly  in  support. 

Since  that  time  I  have  been  accused  of  being  "brainwashed"  by 
the  AMA.  I  leave  it  to  the  members  of  this  committee  who  have  known 
me  for  many  years,  to  judge  the  plausibility  of  such  a  charge. 


1342 


Members  of  the  National  Council  of  Senior  Citizens  welcome  every 
imaginative  and  positive  approach  to  the  problems  of  the  U.S.  elderly. 
We  particularly  welcome  the  approach  taken  by  Congressman  Jacob 
H.  Gilbert  (D.,  N.Y.),  a  member  of  this  committee,  and  a  growing 
group  of  cosponsors  in  the  new  Gilbert  social  security  bill — H.R. 
14430. 

We  wholeheartedly  support  the  Gilbert  bill  because  it : 
Meets  today's  needs  with  today's  resources. 

Follows  sound  principles  of  social  planning — with  main  reliance 
on  social  insurance  and  with  public  assistance  being  reserved  for  spe- 
cial, residual  social  needs. 

Is  soundly  financed. 

As  the  committee  members  are  aware,  H.R.  14430  calls  for  two  20 
percent  across-the-board  increases  in  social  security  benefits,  the  first  to 
become  effective  next  January  1  and  the  second  to  become  eifective 
January  1,  1972,  with  larger  increases  at  the  minimum  benefit  level  to 
bring  the  minimum  to  $90  next  January  1  and  to  $120  a  month  by 
January  1,  1972  (more  than  double  the  present  pitiful  $55  a  month 
minimum) . 

This  bill  would  also  provide  automatic  social  security  increases 
geared  to  increases  in  living  costs,  starting  January  1,  1972. 

It  would  raise  widows'  benefits  at  age  65  to  100  percent  of  the  de- 
ceased spouses'  benefits  (widows'  benefits  cannot  be  more  than  82% 
percent  of  the  deceased  spouse's  benefit  under  the  present  law). 

For  beneficiaries,  the  Gilbert  bill  would  increase  from  $1,680  to 
$1,800  the  amount  they  can  earn  without  reduction  in  social  security 
benefits  and  there  would  be  a  more  liberal  formula  for  reduction  of 
social  security  benefits  when  earnings  exceed  $1,800  a  year. 

Altogether,  the  Gilbert  bill  would  make  15  important  changes  in 
the  social  security  law. 

In  addition  to  old  age,  survivors,  and  disability  insurance  provisions, 
the  bill  seeks  substantial  improvements  in  health  care  of  the  elderly. 

There  is  reason  to  believe  that  many  old  people  still  postpone  needed 
health  care  until  the  crisis  stage  largely  because  out-of-pocket  charges 
imposed  under  medicare,  the  Federal  health  insurance  program  for  the 
elderly,  and  medicaid,  the  Federal-State  health  program  for  the  needy. 

Medicaid  assures  extensive  protection  against  the  cost  of  illness  but, 
even  so,  it  pays  less  than  half  (46  percent)  of  all  health  care  expendi- 
tures for  the  elerly,  Senator  Edmund  S.  Muskie  (Democrat,  Maine), 
chairman  of  the  Subcommittee  on  Health  of  the  Elderly  of  the  Senate 
Special  Committee  on  Aging,  reports. 

The  subcommittee  has  found  that  "many  elderly,  even  with  medicare, 
are  driven  from  a  status  of  economic  independence  into  dependency 
and  must  turn  to  medicaid  (where  this  is  available) . 

"Improvement  of  the  plight  of  the  elderly  calls  for  major  improve- 
ments in  income  maintenance  programs  combined  with  augmented 
health  benefits,"  the  subcommittee  asserts  in  its  recent  report  on 
"Health  Aspects  of  the  Economics  of  Aging." 

For  a  great  many  older  persons,  the  medicare  law  imposes  many 
barriers  to  adequate  health  care.  These  include  the  $4  (soon  to  become 
over  $5)  monthly  premium  for  medicare  part  B  (doctor)  insurance, 
the  obligation  to  pay  $44  (soon  to  become  $52)  before  admission  to  a 
hospital,  the  obligation  to  pay  $50  down  and  to  bear  one-fifth  of  the 
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remaining  doctor  bills,  the  exclusion  from  medicare  coverage  of  out- 
of -hospital  prescription  drugs,  dental  care,  the  cost  of  eyeglasses,  hear- 
ing aids  and  prosthetic  appliances  ordered  by  a  doctor,  and  the  lack 
of  any  medicare  provisions  for  long-term  illness  or  disability. 

Members  of  the  National  Council  of  Senior  Citizens  strongly  urge 
removal  of  these  barriers  to  adequate  health  care  for  the  elderly. 

Our  membership  supports  the  medicare  provisions  of  the  Gilbert 
bill  because  it  would : 

Cover  out-of -hospital  prescription  drugs  under  medicare. 

Combine  medicare  part  A — hospital  insurance — with  medicare  part 
B — doctor  insurance — and  eliminate  the  monthly  premium  payment 
now  required  for  medicare  doctor  insurance,  effective  January  1, 1972. 

Extend  medicare  to  1,500,000  disabled  social  security  beneficiaries. 

The  wisdom  of  providing  medicare  coverage  for  out-of-hospital 
prescription  drugs  is  attested  by  two  official  study  groups  which  have 
analyzed  this  aspect  of  health  care  for  the  elderly  since  the  last  studies 
of  the  Ways  and  Means  Committee. 

After  an  exhaustive  20-month  study,  a  Task  Force  on  Prescription 
Drugs  appointed  by  the  former  Secretary  of  Health,  Education,  and 
Welfare,  the  Honorable  Wilbur  J.  Cohen,  submitted  a  report  to  the 
new  Nixon  administration  in  February  1969. 

It  found  that  a  drug  insurance  program  under  medicare  is  needed 
by  the  elderly  and,  in  the  language  of  the  report,  "would  be  both 
economically  and  medically  feasible,  and  the  recommendation  is  that 
such  a  program  be  instituted." 

The  nine  members  of  the  task  force  were  all  top  officials  of  the  De- 
partment of  Health,  Eduaction,  and  Welfare. 

In  March,  the  new  Secretary  of  HEW,  the  Honorable  Kobert  H. 
Finch,  named  a  committee  to  review  the  findings  of  the  previous  admin- 
istration's Task  Force  on  Prescription  Drugs.  With  only  one  dissent, 
this  review  committee  endorsed  the  task  force  report  and  recommended, 
in  the  language  of  its  report,  "an  administration  decision  for  an  out- 
of  hospital  drug  insurance  program  under  medicare." 

In  its  report,  the  review  committee  points  out: 

The  requirements  for  appropriate  drug  therapy  by  the  elderly  are  very  great — 
far  greater,  in  fact,  than  those  of  any  other  group— and  many  elderly  men  and 
women  are  now  unable  to  meet  those  needs  with  their  limited  incomes,  savings 
or  present  insurance  coverage. 

Some  unnecessary  high  cost  hospital  use  could  be  reduced  by  the  provision  for 
out-of-hospital  prescription  drug  costs.  The  present  inequity  under  Medicare 
between  payment  for  in-hospital  drug  usage  should  be  eliminated. 

Other  advanced  industrial  countries  have  developed  programs  for  out-of- 
hospitals  drug  costs  under  social  insurance. 

The  17  members  of  the  review  committee  were  all  private  citizens. 
They  included  representatives  of  the  medical  profession,  the  drug 
industry  and  consumers  of  health  services.  My  colleague,  William  R. 
Hutton,  executive  director  of  the  National  Council  of  Senior  Citizens, 
served  on  the  committee. 

Despite  the  findings  of  both  these  groups,  the  Secretary  of  HEW 
has  not  yet  seen  fit  to  recommend  extension  of  medicare  to  out-of- 
hospital  drugs. 

The  need  to  combine  parts  A  and  B  of  medicare  and  do  away  with 
premium  payments  by  the  aged  is  demonstrated  by  the  inexorable  rise 
in  the  supplementary  insurance  premium  which  originally  was  $3  a 
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month,  then  raised  to  $4  and  which  will  probably  go  to  $5.20  or  $5.40  a 
month  next  year. 

Meantime,  the  obligation  for  a  medicare  beneficiary  to  share  the 
cost  of  hospitalization  has  risen  from  $40,  the  charge  set  in  1966,  to  $44 
today  and  this  charge  is  going  up  to  $52  next  year. 

This  means  that  a  medicare  beneficiary  on  supplementary  insurance 
who  spends  even  1  day  in  the  hospital,  will  have  to  pay  nearly  $30 
more  next  year  for  health  care  than  in  1966 — an  increase  of  33  per- 
cent. This  represents  the  increase  in  Government  deductible  and  pre- 
mium costs  only. 

The  members  of  the  National  Council  of  Senior  Citizens  point  out 
that  spiral  ing  doctor  fees  and  hospital  charges  are  not  the  fault  of 
seniors  and  we  insist  that  older  Americans — who  are  least  to  pay  for 
health  services — should  not  be  saddled  with  the  crippling  burden  of 
the  uncontrolled  rise  in  doctor  fees  and  hospital  charges. 

Congressman  Gilbert  noted  in  a  recent  House  speech  that  "by  com- 
bining the  two  parts  of  the  medicare  program,  the  existing  enrollment 
and  coverage  provision  for  the  supplementary  medical  insurance  pro- 
gram would  be  eliminated."  The  Congressman  added  :  "Everyone  then, 
who  qualified  for  hospital  insurance,  would  also  qualify  for  supple- 
mentary medical  insurance.  However  the  benefit  provisions  and  the 
different  methods  of  reimbursement  under  the  two  parts  of  the  medi- 
care program  would  remain  unchanged." 

The  Gilbert  bill  would  do  away  with  the  present  timet  aking  and 
costly  campaigns  which  must  be  undertaken  by  the  Social  Security 
Administration  to  solicit  the  elderly  to  subscribe  for  the  medicare 
partB  (doctor)  insurance  program. 

As  to  the  need  for  extending  medicare  coverage  to  disabled  social 
security  beneficiaries  under  age  65,  we  submit  that  a  disabled  person, 
like  a  retired  person,  incurs  high  health  costs  at  the  same  time  indi- 
vidual income  drops.  Therefore,  the  essential  need  is  the  same  for  the 
older  and  retired  and  for  the  disabled. 

In  fact,  hospital  and  medical  costs  per  person  for  the  disabled  are 
two  to  three  times  higher  even  than  for  the  aged.  Moreover,  the  pro- 
portion of  severely  disabled  persons  with  any  form  of  health  insur- 
ance is  lower  than  the  proportion  of  the  aged  who  had  health  insur- 
ance protection  before  the  enactment  of  medicare. 

Members  of  the  National  Council  of  Senior  Citizens  consider  the 
proposal  to  extend  medicare  coverage  to  the  disabled  under  age  65 
fair,  reasonable  and  fully  justified  by  their  needs. 

The  Gilbert  bill  seeks  to  lift  millions  of  elderly  poor  to  a  life  of 
minimum  comfort  and  security.  Its  enactment  would  be  tangible  recog- 
nition of  the  contribution  to  society  made  by  the  generation  that  helped 
America  win  two  world  wars  and  achieve  a  standard  of  living  for  the 
majority,  unprecedented  in  world  history. 

The  bill  offers  a  practical  method  of  meeting  multiplying  problems 
of  the  elderly.  It  is  solidly  based  on  a  sound  actuarial  structure. 

We  have  never  come  before  this  committee  asking  improvements,  no 
matter  how  reaching  these  improvements  are,  without  also  proposing 
the  means  of  financing  them.  The  cost  of  improvements  under  the  Gil- 
bert bill  would  be  met  out  of :  a  favorable  actuarial  surplus  amounting 
to  1.16  percent  of  payroll  subject  to  the  social  security  tax ;  raising  the 
amount  of  taxable  salaries  and  wages  from  the  present  $7,800  to  $15,000 
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a  year  by  1972 ;  rounding  out  the  contribution  rate  from  an  eventual 
5.9  percent  to  6  percent  each  for  employer  and  employee;  and  by 
gradually  increasing  the  contribution  from  Government  general  rev- 
enues to  approximately  one-third  of  the  total  cost  of  the  social  security 
program. 

The  proposal  to  raise  the  wage  base  to  $15,000  by  1972  would  help 
today's  wage  earners  win  retirement  benefits  proportionate  to  their 
earnings  on  the  job. 

From  the  very  beginning,  social  secuirty  taxes  have  never  been  paid 
on  all  the  earnings  of  covered  wage  earners  but,  in  the  1930's  when  the 
social  security  system  began,  the  maximum  wage  base  ($3,000  a  year) 
represented  95  percent  of  all  taxable  earnings. 

The  have  the  social  security  payroll  tax  cover  a  wage  base  compara- 
ble to  that  of  1935  requires  extension  of  the  payroll  tax  to  cover  $15,000 
a  year  in  wages. 

Failure  of  the  social  security  wage  base  to  keep  pace  with  wage 
rises  has  worked  a  severe  hardship  on  a  great  many  workers,  causing 
them  to  earn  social  security  benefits  substantially  below  what  they 
might  have  earned  if  the  tax  base  had  moved  up  with  wage  levels. 

A  low  social  security  tax  base  thus  makes  maximum  social  security 
benefits  less  and  less  adequate  for  persons  with  moderate  incomes.  At 
the  same  time,  it  places  an  unfair  burden  on  the  low-wage  worker. 

The  members  of  the  National  Council  of  Senior  Citizens  are  proud 
that  social  security  benefits  are  earned  benefits,  but  they  agree  with  the 
many  students  to  social  security  who  hold  that  this  is  consistent  with 
the  proposal  that  there  be  a  substantial  increase  in  the  amount  of  Fed- 
eral general  revenue  supporting  the  social  security  system. 

This  view  was  forcefully  stated  as  early  as  1949  by  the  Advisory 
Council  on  Social  Security  to  the  Senate  Committee  on  Finance.  Your 
committee  will  recall  that  this  council  was  made  up  of  many  dis- 
tinguished experts  in  social  security,  insurance  and  finance,  and  rep- 
resentatives from  business  and  the  various  groups  of  covered  workers. 

It  was  chaired  by  the  late  Sumner  Slichter  of  the  Harvard  Busi- 
ness School.  This  council  unanimously  approved  the  following 
statement : 

The  Council  believes  that  the  Federal  Government  should  participate  in  fi- 
nancing the  old-age  and  survivors  insurance  system.  A  Government  contribution 
would  be  a  recognition  of  the  interest  of  the  nation  as  a  whole  in  the  welfare  of 
the  aged  and  of  widows  and  children.  Such  a  contribution  is  particularly  appro- 
priate, in  view  of  the  relief  to  the  general  taxpayer  which  results  from  the  sub- 
stitution of  social  insurance  for  part  of  public  assistance. 

The  old-age  and  survivors  insurance  program  starts  with  an  accrued  liabil- 
ity resulting  from  the  fact  that,  on  retirement,  the  present  members  of  the  labor 
force  will  not  have  contributed  toward  their  benefits  over  a  full  working  life- 
time. Furthermore,  with  the  postponement  of  the  full  rate  of  contributions 
recommended  above,  even  young  people  who  enter  the  labor  force  during  the 
next  decade  will  not  pay  the  full  rate  over  a  working  lifetime.  If  the  cost  of  this 
accrued  liability  is  met  from  the  contributions  of  workers  and  their  employers 
more  than  is  necessary  to  finance  their  own  protection.  In  our  opinion,  the  cost 
of  financing  the  accrued  liability  should  not  be  met  solely  from  the  payroll 
contributions  of  employers  and  employees.  We  believe  that  this  burden  would 
more  properly  be  borne,  at  least  in  part,  by  the  general  revenues  of  the 
Government. 

The  Gilbert  bill  will  gradually  increase  general  revenue  contribu- 
tions to  the  system  over  a  10-year  period  until  the  Government  be- 
comes an  equal  third  partner  to  social  security  along  with  employer 
and  employee. 
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I  would  just  add  that  practically  every  industrial  nation  in  the 
free  world,  in  the  non- Communist  world  today,  makes  general  rev- 
enue contributions  to  their  public  retirement  system.  We  are  one  of  only 
one  or  two  other  modern  industrial  nations  that  do  not  recognize  this 
principle. 

Now,  gentlemen,  I  am  sure  there  is  great  good  will  toward  the  elderly 
among  the  members  of  the  Ways  and  Means  Committee.  You  have 
demonstrated  that  many  times.  1  earnestly  appeal  to  each  and  every 
committee  member  to  translate  that  good  will  into  meaningful  action 
by  approving  the  Gilbert  bill. 

*  The  social  security  system  has  a  tremendous  unrealized  potential  for 
abolishing  poverty  and  destitution.  Social  security  is  not  just  an  old 
folks'  program.  It  protects  widows  and  children  of  workers  who  die. 
It  protects  the  younger  worker  who  is  disabled  and  those  dependent  on 
his  earnings. 

My  plea  to  the  distinguished  members  of  this  committee  is  for  de- 
cisive, bold  action  that  will  enable  the  social  security  system  to  realize, 
to  a  far  greater  extent  than  it  presently  does,  its  potential  for  building 
a  better  America. 

Millions  of  Americans  look  to  you  for  action.  For  millions  of  elderly, 
what  3^011  do  for  them  at  this  time  will  decide  whether  they  live  out 
their  lives  in  dignity  and  security  or  sink  further  into  poverty  and 
despair. 

Thank  you,  gentlemen. 

Mr.  Burke  (presiding).  Are  there  any  questions?  Mr.  Schneebeli? 

Mr.  Schneebeli.  Mr.  Cruikshank,  while  you  were  with  the  union. 
I  recall  speaking  with  you  several  times  about  your  concern  for  social 
security.  I  respect  you  for  your  knowledge  and  your  dedication  to  your 
work.  I  am  sure  that  you  are  going  to  do  an  excellent  job  in  behalf  of 
the  senior  citizens.  Thank  you  very  much  for  coming. 

Mr.  Cruikshank.  Thank  you,  Congressman. 

Mr.  Burke.  Mr.  Gilbert. 

Mr.  Gilbert.  Thank  you,  Mr.  Chairman.  I  would  like  to  welcome 
Mr.  Cruikshank  of  the  National  Association  of  Senior  Citizens  Coun- 
cil and  particularly  say  I  appreciate  the  support  and  enthusiasm  for 
my  bill. 

Mr.  Cruikshank,  you  travel  around  the  country  a  great  deal  and  I 
guess  you  speak  probably  more  to  senior  citizens  than  almost  any  per- 
son that  I  know  of.  I  am  just  curious.  What  are  the  senior  citizens 
complaining  about,  as  far  as  the  social  security  system  is  concerned  ? 
How  do  they  feel  about  the  program  ? 

Mr.  Cruikshank.  Congressman,  I  do  get  around  a  good  bit.  I  have 
talked  to  a  lot  of  seniors,  particularly  in  recent  months.  I  have  also  had 
some  contacts  with  the  vounger  people.  I  have  taught  in  three  univer- 
sities since  I  retired,  incidentally,  at  Penn  State  University,  Con- 
gressman Schneebeli,  and  in  two  universities  in  Michigan.  I  have  tried 
to  keep  contact  with  both,  but  now,  of  course,  I  am  more  and  more, 
since  the  election  last  June,  speaking  to  groups  of  seniors. 

I  made  a  coast  to  coast  trip  right  after  I  was  elected,  getting  in 
touch  with  a  great  many  local  groups  of  retired  people.  They  are  gen- 
erally very  appreciative  of  what  has  been  done.  They  are  not  a  chronic 
complaining  group,  but  many  of  them  now  are  facing  really  desperate 
situations.  We  see  those  that  are  able  to  come  out  to  meeting  and  this 
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is  a  group  that  is  about  the  average,  but  in  groups  like  we  have,  of  our 
senior  age,  we  now  have  some  2,000  people  on  a  project  that  are  em- 
ployed to  go  out  and  help  local  nonprofit  welfare  agencies  and  service 
agencies  and  we  visit  them  too. 

We  find  people  by  the  thousands,  for  example,  that  don't  have  a  tele- 
phone. They  domt  have  a  radio  or  a  TV.  And  an  amazing  number  of 
them  that  }tou  as  don't  subscribe  to  a  newspaper  or  a  magazine  and 
they  sit  in  this  enforced  idleness  separated  from  the  rest  of  the  world, 
not  able  to  attend  some  of  the  meetings  that  we  speak  to,  but  this  is 
reported  to  us  and  we  know  that  they  are  living  in  these  conditions. 

In  a  project  just  here  in  the  District  of  Columbia  just  the  other 
day,  a  woman  was  asked  what  she  wanted.  She  wanted  a  radio  above 
everything  else  because  she  said,  "I  don't  ever  hear  a  human  voice.'' 
And  I  thought  a  person  who  gets  to  the  point  where  listening  to  a  lot 
of  commercials  on  the  radio  is  some  kind  of  relief  is  in  a  pretty  poor 
state.  And  they  are. 

So  this  is  why  we  are  emphasizing  so  much  the  necessary  improve- 
ment in  economic  conditions  that  will  enable  them  to  buy  the  basic 
necessities  of  a  decent  standard  of  living.  These  are  the  things  that  they 
feel  most. 

Now,  they  welcome  the  housing  and  this  is  very  important,  and  they 
welcome  these  aids,  these  advices  on  safety  and  all  of  this  that  comes 
out,  but  you  ask  most  of  them  what  is  needed  most,  and  they  will 
just  say,  "money,  give  me  some  money  and  I  can  solve  my  problem,'' 
and  I  think  most  of  them  could  solve  their  problem  because  they  know 
how  to  manage  their  affairs,  but  they  can't  do  it  on  $20  a  week. 

Mr.  Gilbert.  TVe  understand  that  there  is  a  critical  need  for  a  cash 
benefit  increase,  Mr.  Cruikshank.  In  view  of  your  experience  and 
background  and  great  knowledge  of  the  subject,  what  changes  in 
social  security  and  medicare  do  you  think  deserve  priority  ? 

Mr.  Cruikshank.  Well,  in  the  social  security,  as  was  indicated,  it 
is  the  lifting  of  the  amounts  and  providing  a  better  benefit  structure 
and  in  the  medicare,  if  I  had  to  pick  a  priority,  I  would  have  no  hesi- 
tancy in  saying  that  it  is  covering  of  drugs. 

About  30  percent  of  the  total  medical  cost  of  elderly  people  now  is 
in  drugs.  I  think  all  of  the  things  in  your  bill  are  important,  but  if  you 
ask  me  to  choose  a  priority,  without  hesitation  I  would  say  that. 

Mr.  Gilbert.  Thank  you  very  much,  Mr.  Cruikshank. 

Mr.  Burke.  Thank  you,  Mr.  Cruikshank  and  thank  you  for  your 
excellent  statement,  about  the  loneliness  of  these  elderly  people. 

Mr.  Cruikshank.  Thank  you,  gentlemen. 

Mr.  Burke.  Our  next  witness  is  Mrs.  Alice  Marsh.  We  welcome  you 
to  the  committee  and  you  may  proceed. 

STATEMENT  OF  MRS.  ALICE  MARSH,  LEGISLATIVE  REPRESENTA- 
TIVE, UNITED  FEDERATION  OF  TEACHERS  OF  NEW  YORK  CITY 

Mrs.  Marsh.  Thank  you  so  much.  Mr.  Chairman  and  members  of 
the  committee,  I  am  the  legislative  representative  of  the  United  Fed- 
eration of  Teachers,  the  collective  bargaining  agent  for  the  70,000 
pedagogical  employees  of  the  board  of  education  in  the  city  of  New 
York.  I  would  like  to  say  parenthetically,  this  is  the  first  time  I  have 
ever  been  to  Washington.  I  usually  go  to  Albany  and  I  want  to  say 
I  have  enjoyed  listening  to  everybody  else  this  morning. 
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Summary 

1.  At  least  a  20%  increase  in  Social  Security  benefit  payments. 

2.  The  billing  by  the  hospital  of  Medicare,  for  as  much  whole  blood  as  is 
needed.  (H.R.  10495) 

3.  The  inclusioin  of  prescription  drugs  among  the  medical  expenses  with 
respect  to  which  payment  may  be  made  under  the  voluntary  program  of  supple- 
mentary medical  insurance  benefits  for  the  aged.  (H.R.  23) 

4.  The  amendment  of  the  Internal  Revenue  Code  of  1954  to  restore  the  provi- 
sions permitting  the  deduction  without  regard  to  the  3%  and  1%  floors  of 
medical  expenses  incurred  for  the  care  of  individuals  65  years  and  over.  (H.R. 
177) 

5.  Amending  the  Prouty  amendment  so  that  single  persons  with  incomes  under 
$3,000  and  couples  with  incomes  under  $4,500,  who  receive  pension  payments 
from  a  unit  of  government,  shall  be  eligible  for  Social  Security  benefit  payments 
when  they  reach  age  72,  although  they  have  made  no  payments  into  the  fund. 
(H.R.  12575) 

6.  Raise  the  amount  of  money  a  person  can  earn  without  diminishing  social 
security  benefits  to  $4,000. 

7.  Exempt  workers  over  65  from  payment  of  the  social  security  tax. 

Mrs.  Marsh.  I  have  learned  a  great  deal  in  an  area  in  which  we 
are  not  that  competent,  not  being  our  area  of  primary  concern. 

We  have  a  chapter  of  retired  teachers  and  it  is  through  their  inter- 
est that  the  plight  of  the  retirees  has  been  made  very  clear  to  us  and 
that  is  why  I  am  here  today.  I  am  not  going  to  discuss  the  welfare 
aspects  that  you  are  concerned  with.  I  am  only  going  to  speak  on  the 
social  security  part  of  your  concern.  We  believe  that  at  least  a  20- 
percent  increase  in  social  security  payments  is  absolutely  essential. 

The  billing  by  the  hospital  of  medicare  for  as  much  whole  blood  as 
is  needed.  At  the  present  time,  the  patient,  if  not  a  member  of  a  blood 
bank,  it  billed  for  the  first  three  pints  of  blood  received,  in  a  benefit 
period,  or  a  year.  Since  people  over  60,  in  most  of  the  country,  and 
over  65  in  New  York,  may  not  contribute  blood,  they  are  not  likely 
to  be  members  of  a  blood  bank.  H.R.  10495  provides  for  the  billing 
of  all  blood  to  medicare. 

The  inclusion  of  prescription  drugs  among  the  medical  expenses 
with  respect  to  which  payment  may  be  made  under  the  voluntary 
program  of  supplementary  medical  insurance  benefits  for  the  aged. 
This  is  provided  for  in  H.R.  23. 

The  amendment  of  the  Internal  Revenue  Code  of  1954  to  restore 
the  provisions  permitting  the  deduction,  without  regard  to  the  3-  and 
1 -percent  floors  of  medical  expenses  incurred  for  the  care  of  individ- 
uals 65  years  and  over.  This  is  provided  for  in  H.R.  177. 

Amending  the  Prouty  Act  so  that  single  persons  with  incomes  under 
$3,000  and  couples  with  incomes  under  $4,500,  who  receive  pension 
payments  from  a  unit  of  Government,  shall  also  be  eligible  for  social 
security  payments  when  they  reach  the  age  of  72,  although  they  have 
made  no  payments  into  the  social  security  fund.  This  is  provided  for 
in  H.R.  12575.  Other  citizens  were  given  this  help  by  the  Prouty 
Amendment  to  the  social  security  law. 

Parenthetically,  our  members  who  were  retired  before  the  privilege 
of  joining  social  security  are  not  able  to  get  any  social  security  pay- 
ments when  they  are  72  and  those  people  are  the  ones  who  have  the 
smallest  retirement  allowance  and  many  of  them  are  existing  on  levels 
far  lower  than  that  which  they  would  receive  on  supplemental  assis- 
tance, but  because  of  their  pride,  because  of  their  feeling  of  indepen- 
dence, they  do  not  wish  to  ask  for  public  assistance  and  so  they  struggle 
along  on  a  very  small  pension. 
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A  report  prepared  last  March  for  the  Senate,  by  a  special  committee 
of  experts,  warned  that  the  money  problem  of  America's  older  people 
are  worsening  each  year  and  that  social  security  and  other  forms  of 
retirement  income  are  not  keeping  up  with  the  times.  This  report  also 
states  that  "even  with  the  important  protection  of  medicare,  many 
older  people  have  mounting  medical  bills  that  must  be  paid  out  of 
pocket."  Medicare  met  only  35  percent  of  all  health-care  expenditures 
for  the  aged,  in  its  first  year. 

We  are  also  told  by  the  Department  of  Health,  Education,  and  Wel- 
fare that  while  those  over  65  constitute  10  percent  of  the  Nation's 
population,  they  use  20  percent  of  the  prescription  drugs.  It  goes  on 
to  say : 

Their  inability  to  afford  the  drugs  they  require  may  well- .be  reflected  in  needless 
sickness,  disability,  unemployability  and  costly  hospitalization  which  could  have 
been  prevented  by  adequate  out-of -hospital  treatment. 

Furthermore,  the  United  Federation  of  Teachers  cannot  understand 
why  all  other  retirees  are  given  social  security  at  the  age  of  72,  even 
if  they  have  not  paid  into  the  fund,  while  Government  retirees  such 
as  teachers  are  singled  out  as  ineligible.  We  are  asking  this  help  only 
for  those  with  the  lowest  incomes — under  $3,000  for  single  people  and 
under  $4,500  for  a  couple. 

The  amount  of  money  a  person  can  earn  in  1  year  without  losing 
his  social  security  benefits  should  be  increased  to  $4,000.  The  present 
limit  of  $1,680  is  much  too  low. 

Anyone  over  65  who  continues  to  work  should  not  be  required  to 
pay  the  social  security  tax.  This  is  taking  particularly  unfair  advan- 
tage of  those  who  instead  of  retiring  and  collecting  social  security  con- 
tinue to  work  but  must  pay  an  additional  tax  for  doing  so. 

In  conclusion,  we  wish  to  point  out,  as  the  Senate  report  did,  that 
unless  this  Nation  takes  positive,  comprehensive  actions,  going  far 
beyond  those  of  recent  years,  the  economic  problems  of  old  age  will 
remain  unsolved,  not  only  for  today's  elderly  but  also  the  elderly  of 
the  future — those  who  are  today's  workers. 

I  wish  to  thank  the  committee  for  the  privilege  of  appearing  before 
you  to  express  our  ideas  for  the  improvement  of  the  social  security 
system. 

Mr.  Burke.  Thank  you.  Are  there  any  questions  ? 

On  behalf  of  the  committee  we  wish  to  thank  you.  We  are  glad  that 
you  came  here  to  Washington  finally  and  gave  us  the  benefit  of  your 
thoughts. 

Mrs.  Marsh.  Thank  you  very  much. 

Mr  Burke.  Thank  you.  Our  next  witness  is  Dr.  Paul  E.  Hanchett. 

STATEMENT  OF  DR.  PAUL  E.  HANCHETT,  DEPARTMENT  OP 
FINANCE,  ROOSEVELT  UNIVERSITY,  CHICAGO,  ILL. 

Dr.  Hanchett.  Mr.  Chairman,  members  of  the  committee,  and  other 
auditors,  my  name  is  Dr.  Paul  E.  Hanchett,  associate  professor  of 
finance,  Koosevelt  University,  Chicago,  111. 

I  speak  to  you  about  matters  of  equity  on  the  tax  side.  My  concern  is 
with  the  old  age  and  survivors  insurance  and  health  insurance  abstract- 
ing from  the  portion  of  the  tax  for  disability. 
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We  are  well  aware  that  many  citizens  have  obtained  benefits  from 
social  security  far  greater  than  their  contributions.  But  we  have  to 
attend  to  the  fact  also  that  in  the  long  run  in  a  system  financed 
exclusively  by  contributions,  it  is  necessary  that  there  be  other  groups 
of  people  who  pay  more  than  they  receive. 

Actually  this  same  thing  has  happened  so  far  in  the  phasing  in  of 
the  system  during  the  first  30  years.  There  have  been  those  who  received 
without  paying  and  there  have  been  those  who  paid  without  receiving. 

I  speak  on  behalf  of  the  injustice  and  structural  inequity  that  is 
involved  in  forfeiture  for  the  latter  group.  The  payroll  tax  is  a"  remark- 
able device.  The  tax  base  has  now  become  the  largest  tax  base  in  the 
world,  exceeding  even  the  personal  income  tax  base  by  more  than  10 
percent,  Consequently,  there  is  no  faster  way  to  extract  money  from 
the  pockets  of  our  citizens  and  especially  lower  income  citizens,  than 
the  payroll  tax. 

A  1  percent  rise  in  payroll  tax  today  will  increase  tax  revenues  by 
10  percent  more  than  a  1  percent  rise  in  personal  income  tax  rates. 
It  is  frequently  said  that  the  payroll  tax  has  no  exemptions  but  this  is 
not  true.  It  has  invisible  exemptions. 

Unearned  income,  profit  that  really  is  personal  income,  and  other 
forms  of  income  that  are  ont  as  tangible  as  payroll,  and  all  high 
incomes  earned  and  unearned  above  the  maximum  tax  base,  these 
actually  are  exempted  from  the  payroll  tax. 

Also,  the  payroll  tax  is  the  most  oppressive  tax  in  our  system  because 
it  taxes  both  spending  and  savings  from  the  very  first  dollar.  It  there- 
fore is  more  regressive  than  a  sales  tax  or  any  other  one  that  we  can 
name. 

Another  factor  too  is  that  the  payroll  tax  is  collected  smoothly, 
easily,  as  a  bookkeeping  operation  by  the  employer,  a  kind  of  an 
accounting  operation  that  hurts,  before  the  employee  gets  his  income 
and  that  collection  is  more  effective  than  on  the  sales  tax  or  the  income 
tax. 

In  any  case,  the  ideal  tax  for  extracting  funds  from  the  public  by 
raising  tax  rates  is  the  payroll  tax  and  universally  it  does  present  an 
opportunity  for  refunding  tax  payments  to  the  public  should  we  ever 
desire  that  sort  of  strategy. 

The  statement  which  I  will  submit  of  which  you  already  have  an 
outline,  documents  three  classes  of  forfeiture  and  names  five  specific 
cases.  There  is  forfeiture  where  taxpayers  pay  tax  and  receive  zero 
benefit.  There  is  forfeiture  where  taxpayers  pay  additional  tax  without 
additional  benefit.  There  is  forfeiture  where  taxpayers  are  penalized 
and  lose  established  benefits  because  of  postretirement  income. 

The  five  cases  are,  starting  with  the  most  serious,  premature  mortal- 
ity; next,  intermittant  employment  insufficient  to  gain  fully  insured 
status;  second  and  third  jobs;  fourth,  multiple  incomes  within  the 
family  unit;  and,  fifth,  postretirement  employment. 

Any  worker  who  dies  before  he  reaches  retirement  forfeits  all  of 
his  contributions  under  this  system.  This  was  not  so  in  the  system  as 
envisioned  in  1935,  but  the  1939  amendment  removed  the  forfeiture 
safeguards  that  were  in  the  original  act. 

Furthermore,  even  if  a  worker  lives  into  retirement,  unless  he  lives 
to  about  age  75  or  77,  he  does  not  recover  the  payments  which  he  has 
made  into  the  system.  Consequently,  for  premature  death,  there  is  total 
forfeiture  for  any  worker  who  dies  without  eligible  survivors,  and 
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partial  forfeiture  in  case  there  are  survivors,  since  survivors'  benefits 
are  discounted. 

The  case  of  intermittant  employment  certainly  exists  because  I  rep- 
resent an  example  of  that  myself,  having  paid  taxes  into  the  Social 
Security  System  from  the  very  beginning  in  1937,  but,  because  I  have 
been  in  colleges  and  universities  since  that  time  and  in  jobs  that  were 
not  covered,  even  after  more  than  30  years,  I  have  not  established  fully 
insured  status  and  unless  I  can  live  a  couple  of  more  years  and  work 
in  covered  employment  all  of  my  contributions  will  be  forfeited. 

In  the  case  of  second  and  third  jobs,  it  is  true  that  the  worker  can 
apply  for  refund.  However,  the  employers'  portion  of  the  tax  is  always 
forfeited  and  the  worker  must  take  the  initiative  and  he  must  apply 
within  a  rather  narrow  time  limit. 

In  the  case  of  multiple  incomes  within  the  family,  the  most  common 
case  is  perhaps  husbands  and  wives  both  working.  The  typical  and  al- 
most universal  situation  is  that  the  wife's  contributions  are  forfeited, 
since  her  employment,  even  if  substantial  for  10  or  15  years,  is  not 
enough  to  establish  an  independent  benefit  of  any  value  to  her. 

And,  finally,  post-retirement  employment  beyond  age  65,  I  looked 
into  the  figures  on  that  and  they  show  that  in  a  recent  year  there  were 
nearly  4  million  persons  working  beyond  age  65.  It  is  true  that  since 
1965  the  social  security  law  has  a  provision  for  increasing  benefits  on 
the  basis  of  this  employment.  However,  less  than  10  percent  of  retired 
workers  earn  enough  during  retirement  to  raise  their  benefits. 

Consequently,  it  is  correct  to  say  that  all  workers  in  lower  brackets 
of  income  forfeit  tax  contributions  from  retirement  work  and  alsp 
that  workers  who  earn  enough  to  get  up  to  the  level  of  $1,600  a  year 
to  $2,880  or  a  little  bit  more,  forfeit  some  of  their  established  benefits. 

The  1965  amendments  are  really  only  helpful  to  rather  high  income 
retired  workers  and  in  fact  this  is  one  of  the  major  criticisms  of  our 
tax  laws,  that  they  help  the  person  with  higher  income  beyond  age  65, 
but  they  don't  help  the  person  at  the  bottom  of  the  income  scale. 

I  presented  a  calculation  here  which  showed  that  if  a  worker  entered 
the  labor  force  today  at  age  21  and  worked  until  age  65  at  the  present 
tax  rates,  and  at  the  present  income  structure  that  his  total  forfeiture 
in  taxes  with  no  allowance  for  interest,  would  be  about  $27,000  if  he 
died  without  eligible  dependents. 

The  business  of  accommodating  an  offsetting  forfeiture  can  be  ap- 
proached either  from  the  point  of  view  of  changes  in  the  benefit  struc- 
ture or  changes  in  the  tax  structure.  Rather  than  tinkering  with  the 
benefits,  I  suggest  changes  in  the  tax  structure.  I  have  six  proposals 
here  which  I  will  mention  and  one  other  one  that  I  want  to  add. 

In  view  of  the  highly  oppressive  nature  of  the  payroll  taxes,  espe- 
cially at  the  present  levels,  I  think  it  should  be  almost  self-evident  that 
the  rates  should  never  be  raised  above  this  level  and  all  scheduled 
increases  should  be  disavowed. 

The  dual  tax  system  in  which  the  employer  and  employee  are  as- 
sessed an  individual  share  should  be  consolidated  into  a  single  tax 
ultimately  on  the  employee  alone.  I  have  a  suggestion  for  doing  that 
since  the  payroll  tax  from  an  employer's  point  of  view  is  primarily 
an  accounting  operation,  that  on  the  first  of  a  given  taxable  year, 
the  employer  could  be  asked  to  credit  the  worker  with  an  addi- 
tional pay  to  the  amount  of  the  tax  and  to  continue  to  pay  the  tax  as 
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he  has  been  doing  in  the  past,  but  consolidating  both  the  employer's 
and  employee's  portions  into  one  tax. 

Subsequently,  as  soon  as  fiscal  ease  would  permit,  the  combined  rate 
and  the  single  tax  would  be  lowered,  hopefully  to  the  present  worker's 
level  of  contribution  or  less. 

There  is  another  structural  inequity  in  the  system  in  relation  to  the 
self -employment  tax.  It  does  not  make  sense  to  sell  essentially  the 
same  retirement  and  health  benefits  to  self-employed  persons  at  a 
different  premium  or  price  than  we  do  to  wage  earners  and  salaried 
workers. 

The  preferred  way  to  solve  this  problem  is  to  lower  the  self -employ- 
ment tax  to  the  worker's  rate  so  that  there  is  a  single  uniform  rate  of 
tax  on  wage  earners,  salary  earners,  and  self-employed  combined. 

Any  revenue  losses  will  have  to  be  made  up  from  the  general  funds. 
Ultimately  the  remaining  single  rate  tax  should  be  consolidated  with 
the  Federal  personal  income  tax  and  treated  as  income  withheld. 

With  respect  to  social  security  taxes  after  age  65  the  arbitrary 
necessity  of  that  age  should  certainly  be  removed  and  workers  should 
be  encouraged  and  given  the  opportunity  to  work  and  to  improve  their 
social  security  benefits  on  the  basis  of  the  employment  beyond  that 


As  a  matter  of  fact,  as  I  mentioned,  the  present  law  does  permit 
this.  The  difficulty  is  it  permits  workers  whose  incomes  are  $5,000  or 
$10,000  or  more  a  year  to  benefit  by  it. 

It  does  not  permit  low  income  workers  to  benefit  by  postretirement 
employment.  Consequently,  the  very  poorest  who  need  the  benefit,  lose 
both  their  taxes  on  postretirement  employment  and  also  discount  their 
established  benefits. 

If  for  any  reason  it  is  not  feasible  to  permit  work  beyond  age  65  to 
add  to  benefits  the  payroll  tax  beyond  that  age  should  be  removed. 

I  want  to  mention  one  more  point  that  is  not  in  this  outline.  At  the 
earliest  moment  for  tax  reduction  and  lightening  the  load  upon  low 
income  people,  a  very  interesting  possibility  emerges  in  annual  tax 
forgiveness  of  the  payroll  tax. 

At  the  present  time  the  payroll  tax  is  collected  from  the  very  first 
dollar  starting  on  January  1  and  the  people  of  middle  income  actually 
find  that  they  pay  their  social  security  tax  for  the  whole  year  between 
January  1  and  May  or  June  or  July  and  then  they  get  a  kind  of  bonus 
at  the  end  of  the  year  because  their  take-home  pay  is  actually  a  little 
bit  higher  than  it  was  earlier,  since  their  social  security  tax  is  sort  of 
paid  up  in  advance.  If  the  Government  can  collect  payroll  tax  in  effect 
for  a  year  partly  in  advance  of  the  income  to  which  it  applies,  there 
is  no  reason  why  the  Government  cannot  slow  down  a  little  bit  and 
give  the  taxpayer  a  break  by  collecting  the  tax  just  a  little  bit  more 
slowly. 

So  as  an  example  of  my  suggestion  of  tax  forgiveness,  I  would  sug- 
gest that  something  that  would  be  quite  easy  to  do  and  very  helpful 
would  be  to  raise  the  maximum  earning  base  from  the  present  $7,800, 
say,  to  $8,800,  simultaneously  removing  the  first  thousand  dollars  of 
income  from  the  payroll  tax. 

Employers  would  be  instructed  as  of  January  1  to  pay  the  first 
thousand  dollars  of  payroll  to  each  worker  with  no  tax  and  the  col- 
lection of  tax  would  not  start  until  March  or  April.  Also  workers 
coming  out  of  unemployment  and  going  back  on  to  jobs  would  also 
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have  an  equivalent  amount  of  payroll  exemption  from  the  very  begin- 
ning and  at  the  end  of  the  taxable  year,  if  there  is  any  problem  from 
second  and  third  jobs  and  so  forth,  that  would  be  settled  up  on  the 
income  tax. 

The  idea  of  this  is  that  it  reaches  right  down  to  the  very  bottom  of 
the  payroll  tax,  reaches  right  down  to  the  very  bottom  of  the  income 
scale,  and  it  extracts  more  dollars  from  the  poor,  per  hundred  dollars 
worth  of  assets  and  income  than  it  does  from  the  rich  and  by  this  lump 
sum  tax  which  I  mentioned  which  would  be  a  rather  simple  thing,  we 
can  immediately  remove  many  of  the  lowest  paid  workers  from  liabil- 
ity for  the  tax  and  we  can  immediately  reverse  this  extraction  and 
make  arrangements  more  equitable  between  upper,  middle,  and  lower 
income  groups. 

I  will  submit  a  fuller  written  statement  for  the  record  and  I  thank 
you  for  your  time. 

Mr.  Burke.  Without  objection,  the  record  will  be  kept  open  for  tha*t 
statement. 

Are  there  any  questions?  We  thank  you  very  much  for  your  testi- 
mony here. 

Dr.  Hanchett.  Thank  you. 

(The  statement  referred  to  follows :) 

Statement  of  Paul  E.  Hanchett,  Associate  Professor  of  Finance,  Roosevelt 

University,  Chicago,  III. 

forfeiture  under  social  security 

Social  Security  has  been  presented  as  an  equitable,  self-supporting  system  of 
earned  income  benefits  financed  solely  by  tax  contributions  levied  upon  the  wages 
and  salaries  of  its  prime  beneficiaries.  In  phasing-in  this  vast  system,  however, 
equity  has  been  severely  compromised. 

Because  of  survivorship  contingencies  and  the  vicissitudes  of  employment, 
thousands  of  tax  contributors  to  Social  Security  actually  emerge  as  nonbene- 
ficiaries.  Wage  earners  and  the  self-employed  are  credited  with  equivalent  bene- 
fits, but  taxed  at  different  rates.  And  the  single  financial  source  adopted — payroll 
taxes — gives  silent  immunity  to  the  vast  majority  of  rich  man's  dollars  but  for 
that  very  reason  must  fall  with  disproportionate  burden  on  the  poor. 

What  started  out  soberly  and  justly  as  social  insurance  is  now  veered  toward 
becoming  a  menagerie  of  tax  penalties  and  sometimes  undeserved  benefits  and 
punishments  that  no  self-respecting  private  insurance  carrier  would  tolerate  and 
no  state  Commissioner  of  Insurance  could  sanction. 

It  is  the  primary  contention  of  this  paper  that  serious  attention  must  now  be 
given  to  matters  of  justice  and  equity  under  Social  Security  on  the  tax  side. 
Above  all,  it  has  to  be  recalled  that  the  purposes  of  Social  Security  is  to  mobilize 
benefits — not  to  collect  taxes. 

The  gravity  of  first-dollar  payroll  tax 

A  proportional  tax  on  wages  and  salaries  is  often  thought  to  be  approximately 
equivalent  to  a  flat-rate  income  tax  without  exemptions  or  deductions.  But  such 
is  not  the  case. 

The  cut-off  point,  above  which  payroll  ceases  to  be  taxed,  operates  as  an 
inverse  exemption  of  all  higher  wages  and  salaries.  Furthermore,  restriction 
of  the  tax  base  to  payroll  functions  as  a  suppressed  or  hidden  exemption  of  all 
forms  of  income — rents,  royalties,  commissions,  fees,  interest,  profits — which  do 
not  take  on  the  full  identifying  marks  of  "pay." 

Consequently,  a  first-dollar  payroll  tax  is  far  more  regressive  than  a  zero- 
exemption,  zero-deduction  proportional  income  tax.  Likewise,  it  is  far  more 
regressive  than  an  all-inclusive  sales  tax  since  it  taxes  spending  and  saving 
both — but  only  on  the  lower  end  of  the  income  scale. 

Unfortunately,  Social  Security  has  now  become  more  effective  as  a  tax  col- 
lector than  as  a  dispenser  of  benefits.  With  the  increase  in  covered  payroll  from 
$6,600  to  $7,800  on  January  1,  1968,  taxable  earnings  under  Social  Security 
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became  our  largest  tax  base,  surpassing  the  base  for  individual  income  tax  by 
about  $30  billion  annually.  ( Chart  I. ) 

This  means  that  a  1%  raise  in  payroll  tax  rates  now  will  yield  approximately 
10%  more  tax  dollars  than  a  1%  increase  in  the  basic  rate  of  federal  personal 
income  tax.  Consequently,  increase  in  Social  Security  contribution  rates  has 
become  the  swiftest  and  most  effective  way  to  extract  extra  dollars  from  the 
pockets  of  low  income  families  and  persons.  Alternatively,  should  a  reversal  of 
recent  tax  strategies  ever  come  to  be  desired,  a  lowering  of  payroll  tax  rates 
could  become  the  best  way  to  add  dollars  to  the  bottom  of  the  income  scale. 

The  rising  importance  of  Social  Security  taxes  and  their  growing  potential 
for  coming  to  rest  upon  the  lower  and  lowest  stratums  of  pay,  can  also  be 
appreciated  from  another  line  of  evidence. 

During  the  prolonged  high  employment  of  the  1960's  an  army  of  new  workers 
advanced  from  home,  school,  factory,  office,  and  unemployment  into  full-  and 
part-time  job^.  But  for  the  strong  labor  market,  many  would  have  remained 
unemployed.  Others  entered  second  and  third  jobs.  Practically  all  bumped  head- 
long into  the  Social  Security  payroll  tax. 

For  the  first  time  the  number  of  workers  in  the  total  labor  force  was  exceeded 
by  the  number  of  workers  with  taxable  earnings  under  Social  Security ! 

This  statistical  surprise  added  up  to  approximately  11.300,000  "surplus"  tax- 
payers in  1967.  At  that  time  Social  Security  records  show  that  there  were 
87,400,000  payroll  taxpayers,  81,500,000  counted  in  the  labor  force — with  5,400,000 
workers  known  to  be  employed  on  nontaxed  jobs  outside  of  covered  employment. 
(Chart  II.) 

This  unusual  "gap"  appears  to  be  persisting  and  widening. 

In  reckoning  the  total  gravity  of  first-dollar  payroll  tax,  consideration  must 
be  given  to  the  fact  that  temporary  disability  and  unemployment  compensation 
taxes — at  state  and  federal  levels — also  fall  exclusively  on  payroll  and  at  its 
lowest  end.  In  many  states  4  or  5  different  highly  regressive  taxes  will  be 
involved,  with  a  combined  rate  of  about  12.6%  as  of  November,  1969.  Moreover, 
this  total  is  scheduled  to'  rise  to' the  neighborhood  of  14.8%. 

An  anatomy  of  social  security  forfeiture 

Forfeiture  refers  to  a  totally  arbitrary  and  undeserved  financial  loss  combined 
with  an  equivalent  arbitrary  and  undeserved  financial  gain.  There  is  a  financial 
equality  combined  with  a  moral  and  psychological  inequality. 

It  is  possible  for  forfeiture  to  occur  whenever  sums  of  money  are  paid  out  in 
the  expectation  of  receiving  specified  benefits  at  a  later  date.  Should  a  decisive 
event  such  as  death  or  severance  of  employment  intervene,  consummation  of 
these  benefits  might  be  barred.  Then  the  sums  of  money  could  be  paid  over  to 
third  parties — or  converted  to  other  use. 

Competition  and  state  laws  compel  commercial  insurance  carriers  to  offer 
guaranteed  refund  annuities  as  an  alternative  to  purely  speculative  retirement 
contracts.  The  1935  Social  Security  Act  itself  embodied  similar  safeguards  with 
a  provision  for  lump-sum  refund  of  contributions  plus  interest  to  workers  who 
failed  to  become  fully  insured.  However,  the  1939  amendments  abandoned  this 
approach. 

Under  present  Social  Security  law,  three  general  types  of  forfeiture  may  be 
distinguished : 

(A)  payroll  tax  paid,  followed  by  zero  benefits  ; 
(cases  1  and  2  below) 

(B)  increase  in  payroll  tax,  with  no  increase  in  benefit; 
(cases  3-5) 

(C)  penalties  on  established  benefit  because  of  post-retirement  employment; 

(case  5) 

Five  forfeiture  situations  have  been  built-in  to  our  present  Social  Security 
system : 

Case  1:  Premature  death  of  tvorke?\ — Total  forfeiture  if  death  occurs  at  any 
time  before  retirement  without  surviving  eligible  dependents.  Partial  forfeiture 
if  worker's  death  occurs  during  the  first  12-14  years  of  retirement. 

Case  2:  Intermittent  covered  employment,  insufficient  to  establish  insured 
status. — Total  forfeiture  if  worker  fluctuates  between  covered  employment,  un- 
covered employment,  and  unemployment  with  a  mix  which  fails  to  produce 
fully  insured  status  by  the  time  of  death  or  retirement. 

Case  3:  Second  and  third  joos. — Employer's  share  of  the  tax  is  always  for- 
feited. If  worker  can  prove  that  he  paid  tax  on  more  than  the  maximum  taxable 
earnings  base,  he  can  apply  for  refund  within  a  specified  time. 
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Case  4:  Multiple  icorkers  in  family  unit. — Total  forfeiture  of  one  spouse's 
contributions  is  the  typical  case.  If  a  wife's  lifetime  earnings  under  Social 
Security  do  not  entitle  her  to  an  independent  payment  equal  to  more  than  50% 
of  her  husband's  benefit,  her  contributions  add  nothing. 

Case  5:  Postretirement  employment. — Total  forfeiture  of  tax  contributions 
after  age  65  is  the  rule  for  more  than  90%  of  all  cases,  even  though  it  has 
been  possible  since  1965  for  a  few  persons  with  comparatively  high  incomes  in 
retirement  to  add  to  their  Social  Security  benefit.  In  addition,  an  annual  earnings 
test  substantially  reduces  established  benefits  for  those  whose  earnings  prior  to 
age  72  exceed  $1,680  per  year. 

The  private  costs  of  forfeiture 

Equity  is  a  relative  matter,  involving  a  comparison  of  one  individual  or  one 
family  vis-a-vis  others.  Since  the  problem  here  is  equity  of  Social  Security 
payroll  taxes  and  the  question  to  be  answered  is  whether  the  end  result  in 
particular  cases  commands  respect  or  dissent,  it  will  not  be  necessary  to  total  up 
social  aggregates.  It  will  suffice  to  point  out  and  to  assess  the  individual  cost 
to  individual  cases. 

An  assesment  of  a  few  sample  forfeiture  cases  follows : 

1.  Harold  Smith  enters  covered  employment  at  age  21,  with  a  starting  wage 
of  $150  per  week.  Dying  a  year  later,  he  forfeits  $674.70.  If  he  should  continue 
to  work  until  age  65  and  then  die  without  eligible  surviving  dependents,  he 
would  forfeit  $27,649.  Only  a  lump  sum  death  benefit  of  $255  would  be  payable. 

2.  James  Brown  works  intermittently  and  accumulates  9%  years  in  covered 
employment  at  wages  averaging  $4,000  per  year.  Then  he  becomes  unemployed. 
Unless  he  can  gain  another  job  in  covered  employment,  he  stands  to  lose  $3,287. 

3.  William  Jones  takes  a  second  job  in  covered  employment  for  15  years 
while  his  children  are  growing  up,  averaging  $6,000  per  year  on  this  secondary 
job.  He  forfeits  $3,897  in  payroll  tax  paid  for  him  by  his  second  employer. 

4.  (Mary  Jonas  worked  for  25  years  in  covered  employment,  averaging  $3,600 
per  year.  Because  the  benefit  to  which  she  is  entitled  on  account  of  her  hus- 
band's earnings  exceeds  her  own,  she  will  forfeit  $7,785. 

5.  Henry  Nelson  had  to  work  between  the  ages  of  65  and  72  because  his 
savings  and  pension  credits  were  not  sufficient  to  provide  support.  In  order 
to  accept  a  job  paying  $3,000  per  year,  he  had  to  forfeit  $5,040  of  established 
Social  Security  benefits.  In  addition,  he  and  his  employer  paid  $1,816.50  in  tax 
which  will  not  gain  Henry  or  his  wife  any  additional  benefits. 

As  these  cases  suggest,  the  incidence  of  forfeiture  can  be  quite  severe.  Actu- 
ally, the  figures  above  should  be  treated  as  minimum  values  since  no  allowance 
was  added  in  for  compound  interest  and  payroll  tax  rates  and  the  maximum 
taxable  earnings  base  were  both  assumed  to  remain  frozen  at  present  levels. 

Unfortunately,  there  is  more. 

The  five  contingencies  controlling  forfeiture — premature  death,  irregular 
employment,  necessity  to  seek  a  second  job,  employment  of  a  wife  and  mother 
outside  the  family,  need  for  work  beyond  age  65  —  are  not  randomly  distributed. 
The  exposure  of  low  income  persons  and  families  to  each  of  these  conditions 
is  especially  severe.  Consequently,  it  literally  is  true:  the  poor  do  pay  more 
for  Social  Security. 

Recommendations 

Problems  of  forfeiture  can  be  attacked  either  from  the  tax  or  the  benefit 
side.  The  latter  approach  would  carve  out  added  benefits  for  disqualifying  tax 
contributors  along  the  lines  of  commercial  refund  annuities. 

Because  of  glaring  inequalities  in  the  present  structure  of  Social  Security 
payroll  taxes,  however,  the  preferred  way  to  offset  the  pernicious  effects  of 
forfeiture  is  by  limitation  and  lowering  of  direct  taxes  on  wages  and  salaries, 
replacing  revenue  losses  from  the  general  funds. 

1.  Payroll  tax  rates  must  never  again  be  increased.  All  scheduled  increases 
should  be  firmly  disavowed. 

2.  The  self-employment  tax  must  be  reduced  and  kept  at  parity  with  the  wage 
earner's  tax  rate.  There  is  no  justification  whatever  for  price  discrimination 
under  Social  Security. 

3.  Discrimination  against  working  wives  should  be  removed  by  allowing 
husbands  and  wives  to  combine  taxable  earnings,  as  they  now  can  do  on  joint 
returns  for  income  tax.  This  would  increase  the  benefits  available  to  low  in- 
come families.  Excess  tax  paid  should  be  refunded,  as  for  a  single  worker  on 
a  second  job. 
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4.  The  present  dual  system  of  employer-employee  tax  should  be  abolished 
and  replaced  by  a  single  tax  levied  on  the  employee  alone,  ultimately  at  about 
half  the  combined  current  rate.  This  can  be  achieved  in  two  steps : 

First:  In  a  bookkeeping  transaction,  transfer  the  employer's  tax  lia- 
bility to  the  employee,  simultaneously  marking  up  wages  and  salaries  by 
an  equivalent  amount. 

Second :  As  soon  as  the  economy  can  tolerate  fiscal  ease,  reduce  the  re- 
maining higher  rate  to  the  present  employee's  tax  rate  (or  less). 

5.  The  remaining  single-rate  payroll  tax,  both  for  wage  earners  and  the  self- 
employed,  should  be  integrated  with  the  individual  income  tax,  its  proceeds  be- 
ing treated  as  personal  income  withheld. 

6.  Revenue  losses  to  Social  Security  accounts  from  payroll  tax  reduction 
should  be  made  up  from  general  funds. 

7.  By  shifting  the  present  tax  base  upward  (say)  by  $1,000,  a  "poor  man's 
dividend"  could  be  declared  at  comparatively  little  cost.  Workers  exiting  from 
unemployment  would  then  pay  no  tax  on  the  first  $1,000  of  pay. 

Adjustment  for  multiple  jobs  would  be  made  at  the  end  of  the  year  and 
benefits  could  continue  to  be  computed  on  the  same  base  as  at  present. 

Much  of  the  tax  loss  would  be  recovered  from  taxes  on  payroll  between 
$7,801-$8,800. 

8.  The  arbitrary  discrimination  against  employment  beyond  age  65  should 
be  completely  removed.  If  workers  cannot  be  given  the  option  to  work  and 
gain  equitable  additions  to  their  benefits,  all  payroll  taxes  on  earnings  beyond 
age  65  should  be  abolished. 


Chart  I.    ESTIMATED  INCOME  AND  PAYROLL  TAX  BASES,  1967 
(Billions  of  Dollars) 


Social  security  payroll  tax  (360) 


Individual  income  tax  (330) 


Corporation  income  tax  (75) 


0  1  50     100  '  150  1  200  1  250 1  300  1  3^0  1  Soo 


Source : 


Social  Security  Perspectives  for  Reform,  The  Brookings  Institution, 
Washington,  D.  C,  p.  17^.    (The  taxable  earnings  maximum  of 
$7,800  which  went  into  effect  on  January  1,  1966  is  assumed.) 
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Chart  II.    WORKERS  WITH  TAXABLE  EARNINGS  UNDER  OAS I 
COMPARED  WITH  TOTAL  LABOR  FORCE,  1939-67 
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Source :    Social  Security  Bulletin,  Annual  Statistical 
Supplement,  1967,  Tables  5  and  37,  pp.  15,  ^3 


Mr.  Burke.  Our  next  witnesses  are  Louis  Kelso  and  Norman 
Kurland. 

Mr.  Corman  (presiding).  You  are  Mr.  Kelso  or  Mr.  Kurland? 

STATEMENT  OF  NORMAN  G.  KURLAND,  EXECUTIVE  DIRECTOR, 
INSTITUTE  FOR  THE  STUDY  OF  ECONOMIC  SYSTEMS 

Mr.  Kurland.  I  am  Mr.  Kurland,  sir. 

Mr.  Corman.  Mr.  Kurland,  we  are  pleased  to  welcome  you  to  the 
committee.  Do  you  have  a  prepared  statement  ? 

Mr.  Kurland.  I  have  a  prepared  statement  and  I  also  have  a  sum- 
mary of  points  so  that  I  can  briefly  get  my  message  across. 

Mr.  Corman.  I  suggest,  if  you  like,  that  we  can  insert  your  entire 
statement  in  the  record,  without  objection,  and  you  may  proceed  to 
summarize,  if  you  wish. 
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Mr.  Kurland.  Thank  you.  Mr.  Chairman  and  distinguished  mem- 
bers of  this  committee.  My  name  is  Norman  Kurland.  I  represent  the 
Institute  for  the  Study  of  Economic  Systems,  an  educational  and  re- 
search organization  which  seeks  new  and  creative  solutions  to  our 
economic  problems  within  the  strengths  and  dynamics  of  a  private 
property,  free  enterprise  system. 

My  presentation  today  was  developed  in  collaboration  with  Louis  O. 
Kelso,  the  distinguished  economist  and  head  of  the  nationally  respected 
law  firm  specializing  in  corporation  tax  and  finance  law. 

To  date,  our  national  income  maintenance  strategies  have  focused 
exclusively  on  distributing  wealth  through  welfare  and  employment. 
Capital  ownership,  as  an  alternative  means  for  expanding  the  buying 
power  of  poor  people  and  other  propertyless  Americans  has  been 
ignored  completely. 

Because  of  this  obvious  oversight,  it  is  theoretically  and  practicably 
impossible  for  a  private  property,  market  economy  to  solve  the  prob- 
lems of  poverty.  Welfare  and  created  jobs  have  not  and  will  never  solve 
the  buying  power  problem  of  the  poor  or  encourage  private  industry 
to  expand  to  its  full  productive  potential. 

The  only  logical  way  to  close  the  enormous  structural  lag  between 
our  economy's  productive  potential  and  the  buying  power  of  unsatis- 
fied consumers  is  to  enable  those  consumers  to  make  greater  contribu- 
tions to  production. 

The  second  income  plan  is  a  practical,  theoretically  sound,  private 
property  plan  for  enabling  workers  and  poor  people  to  become  pro- 
ductive through  capital  ownership.  It  would  enable  every  American 
to  become  a  capitalist,  without  taking  away  from  the  affluent  few  who 
enjoy  exclusive  access  to  capital  ownership  today. 

The  second  income  plan  would  within  2  years  create  tens  of  millions 
of  new  and  useful  jobs  within  a  more  rapidly  expanding  private 
economy,  while  simultaneously  enabling  all  corporate  employees  to 
become  owners  of  newly  issued  shares — without  reducing  their  take- 
home  pay,  fringe  'benefits,  or  savings. 

After  5  years,  it  would  enable  1  million  families  each  year  to  leave 
the  welfare  rolls,  each  producing  legitimate  dividend  incomes  of 
$4,000  annually  through  a  $20,000  diversified  portfolio  of  newly  issued, 
high-grade  shares.  After  a  second  5-year  period,  it  would  create  similar 
capital  incomes  for  5  million  families  per  year. 

Within  15  years,  it  would  produce  significant  "second  incomes" 
through  capital  for  every  American  household.  And  by  the  year  2000, 
it  would  enable  every  American  to  enjoy  the  same  level  of  affluence, 
leisure,  and  personal  autonomy  now  enjoyed  exclusively  by  today's 
capitalists. 

The  second  income  plan  is  derived  not  so  much  from  a  study  of 
hard-core  structural  poverty,  as  from  a  study  of  hard-core  structral 
affluence.  Capital,  in  well-managed  corporations  pays  for  itself  in  a 
fews  years,  generally  3  to  5  years,  out  of  its  future  earnings,  no  mat- 
ter who  will  become  its  owners. 

Pinnacle  capital  ownership  is  an  institutional  defect  in  our  economy 
stemming  mainly  from  conventional  techniques  of  financing  newly 
formed  industrial  capital.  Today,  new  "capital  pies,"  that  is,  newly 
formed  capital,  approaching  $100  billion  every  year,  are  added  to  the 
American  economy,  at  a  rate  which  this  year  is  roughly  $70  million. 
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Every  year  it  is  being  added  in  obsolete  ways  which  link  their 
ownership  automatically  to  the  affluent  few  who  own  all  of  yesterday's 
wealth.  The  second  income  plan  would  break  that  chain  by  enabling 
people  without  savings  to  buy  shares  in  major  U.S. -corporations  and 
receive  the  full  pretax  income  stream  on  their  invested  capital,  which 
averages  in  the  top  4,000  corporations  between  20  cents  and  25  cents 
on  every  dollar. 

To  understand  the  mechanics  of  the  second  income  plan,  try  to 
visualize  the  Homestead  Act  of  1865  with  a  focus  on  the  unlimited 
land  frontier.  If  you  combine  that  vision  with  the  private  and  gov- 
ernment machinery  we  employed  to  enable  a  person  to  buy  a  home — 
which,  unlike  capital,  does  not  pay  for  itself — you  can  then  begin  to 
understand  how  a  person  without  savings  would  easily  become  a 
capitalist.  The  second  income  plan  is  thus  uniquely  designed  to  con- 
vert the  working  man's  fear  of  automation  into  mankind's  greatest 
blessing. 

Several  highly  successful  corporations  have  used  the  second  income 
plan  financing  tools  including  a  major  investment  bank,  a  chain  of 
California  newspapers,  and  a  farmer-owned  fertilizer  producer  that 
dominates  the  California  market  in  the  face  of  vigorous  competition 
from  major  international  oil  companies. 

Among  others  using  or  planning  to  use  the  second  income  plan  ap- 
proach are :  a  black-owned  and  managed  manufacturing  plant  in  Port- 
land, Oreg. ;  the  Soul  City  project  of  Floyd  McKissick;  a  $7  million 
hotel  which  will  be  erected  soon  in  Harlem;  and  a  large  Midwest 
insurance  company. 

We  urge  Congress  to  encourage  the  expanded  use  by  major  U.S. 
corporations  of  second  income  plan  trust  for  their  employees,  which  are 
available  under  present  laws,  and  to  consider  our  proposed  legislative 
changes  which  would  enable  the  poor  and  others  not  employed  by  the 
major  corporations  to  similarly  become  owners  of  capital. 

Man  has  boldly  unleashed  science  and  technology  to  the  point  where 
his  very  survival  is  threatened.  We  are  now  ready  to  harness  science 
and  technology  to  restore  his  hope  for  the  future.  The  second  income 
plan  is  solidly  rooted  in  the  best  of  our  traditions  and  institutions, 
but  it  is  a  sharp  and  totally  unique  departure  from  most  of  today's 
prescriptions  for  change. 

Widespread  private  ownership  of  capital  is  the  only  route  remain- 
ing through  which  American  business  corporations  and  American 
labor  organizations  can  reduce  their  present  dependency  on  Govern- 
ment, while  enabling  every  American  to  gain  a  vested  interest  in  a 
brighter  future.  We  urge  Congress  to  act  now,  before  Ave  are  forced 
to  repeat  the  worst  moments  of  the  1930's. 

And  I  enclose  also  appendixes  which  list  specific  legislative  reforms, 
that  we  are  suggesting,  plus  a  paper  on  examples  that  are  using  this, 
a  short  summary  by  Mr.  Kelso  which  was  presented  to  the  President's 
Commission  on  Income  Maintenance  Programs,  a  copy  of  questions 
most  often  asked  and  some  answers  to  that,  and  a  theoretical  paper 
on  the  underlying  theory  behin d  this  proposal. 

Thank  you.  Are  there  any  questions  ? 

Mr.  Corman.  Thank  you  very  much,  sir,  for  this  presentation.  It 
has  been  helpful  to  the  committee. 
(The  statement  referred  to  follows :) 


1360 


Statement  of  Louis  O.  Kelso*  and  Norman  G.  Kurland**  on  Income  Mainte- 
nance Policy  Needed  To  Increase  Employment  and  Buying  Power  for  the 
Poor  Without  Inflation  Through  New  Techniques  for  Financing  a 
Broader  Ownership  Base  for  American  Industry 

My  name  is  Norman  Kurland.  I  represent  the  Institute  for  the  Study  of 
Economic  Systems,  an  educational  and  research  organization  that  seeks  new 
and  creative  solutions  to  our  economic  problems  within  the  strengths  and  dy- 
namics of  a  private  property,  free  enterprise  system.  My  presentation  today  was 
developed  in  collaboration  with  Louis  O.  Kelso,  the  distinguished  economist  and 
head  of  a  nationally  respected  law  firm  specializing  in  corporation,  finance 
and  tax  law. 

To  date,  our  national  income  maintenance  strategies  have  focused  exclusively 
on  distributing  wealth  through  welfare  and  employment.  Capital  ownership 
as  an  alternative  means  for  expanding  the  ouying  power  of  poor  people  and 
other  propertyless  Americans  is  ignored  completely.  This  obvious  oversight — 
as  we  have  conclusively  proven  in  the  materials  we  will  submit  for  the  record — 
makes  it  theoretically  and  practicably  impossible  for  a  private  property,  market 
economy  to  solve  the  problems  of  poverty. 

Certainly,  the  "workfare"  proposals  now  before  this  Committee  can  be  justified 
as  short-term  expedients  to  keep  people  from  utter  destitution.  But  history  has 
proven  that  handouts  and  "created  jobs"  can  never  provide  more  than  basic 
subsistence  incomes  and  stand  as  direct  barriers  to  promoting  a  healthier  and 
expanding  economy.  Viewed  as  long-range  solutions,  the  proposed  welfare  amend- 
ments simply  bring  us  closer  to  the  day  when  our  technological  progress  would 
force  Congress  to  choose  between  two  economically  impractical  and  politically 
suicidal  alternatives,  where  virtually  every  member  of  society  would  turn  to 
government  either  for  his  "guaranteed  income  without  work"  or  for  his  "created 
job". 

THE  PROBLEM  OF  INCOME  MAINTENANCE 

Our  national  income  maintenance  policies  today  have  missed  the  target  on 
this  important  issue : 

How  can  we  motivate  all  employable  persons  to  expand  to  the  fullest  our 
economy's  output  of  useful  goods  and  services,  synchronizing  that  expanded 
productive  power  with  expanded  purchasing  power  among  people  who  need 
and  desire  to  consume  that  new  wealth? 
To  solve  today's  economic  problems  one  must  first  recognize  these  basic  facts : 
Physical  capital  (structures,  machines,  tools,  etc.) — not  labor — in  Amer- 
ica's largest  1000  corporations  account  for  the  overwhelming  bulk  of  all  we 
consume. 

By  adding  more  capital  instruments,  American  industry  could  produce 
useful  goods  and  services  and  grow  more  rapidly — if  there  were  customers 
with  sufficient  buying  power. 

Under  today's  unworkable  income  maintenance  strategies — which  ulti- 
mately depend  on  redistributed  taxpayer  incomes  or  other  government 
intervention — industrial  growth  in  the  private  sector  is  held  back  and  real 
mass  buying  power  has  not  increased. 

The  average  American  taxpayer  will  willingly  spend  $80  billion  for  de- 
fense (which  of  course  adds  nothing  to  our  standard  of  living)  but  will 
spend  only  enough  on  "welfare"  or  "created  jobs"  to  "keep  the  poor  in  their 
place." 

Capital  ownership  produces  an  affluent  income,  political  freedom,  and 
opportunities  to  engage  in  leisure  work  for  people  fortunate  enough  to  own 
sufficient  capital. 

Capital  ownership  has  always  been  highly  concentrated  and  is  becoming 
even  more  so.  It  is  limited  to  the  top  5  percent  of  the  population. 


*Mr.  Kelso  is  an  economist  and  senior  partner  in  the  San  Francisco  law  firm  of  Kelso, 
Cotton,  Seligman  and  Ray.  He  is  author  of  the  Capitalist  Manifesto,  The  New  Capitalists, 
and  Two-Factor  Theory  :  The  Economics  of  Reality,  and  numerous  articles  on  economic 
subjects  and  on  new  techniques  for  financing  broader  capital  ownership. 

**Mr.  Kurland  is  a  member  of  the  District  of  Columbia  bar  and  directs  the  Institute 
for  the  Study  of  Economic  Systems,  headquartered  in  Washington,  D.C.  From  1960  to 
1962  he  served  with  the  Office  of  General  Counsel  of  the  Department  of  Health,  Education, 
and  Welfare,  specializing  in  welfare  and  education  programs.  He  helped  initiate  the  War 
on  Poverty  program  before  serving  for  3  years  as  Director  of  Planning  of  the  Citizens 
Crusade  Against  Poverty,  a  national  coalition  chaired  by  Walter  P.  Reuther,  President 
of  the  United  Automobile  Workers.  He  studied  economics  and  law  at  the  University  of 
Chicago. 
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Neither  the  public  nor  the  private  sector  has  a  national  policy  for  broad- 
ening capital  ownership. 

American  industry  has  the  physical  capacity  and  resources  to  enable 
all  have-nots  to  become  haves — but  for  institutional  reasons  alone  we  have 
denied  have-nots  access  to  capital  ownership  (and  thus  economic  inde- 
pendence ) . 

New  corporate  financing  techniques,  adapted  from  the  VA  and  FHA 
housing  programs,  have  been  tested  successfully  which  enable  corporate 
employees  and  other  have-nots  to  increase  their  buying  power  substantially 
through  private  ownership  of  newly  issued  corporate  shares  representing 
newly  formed  industrial  capital.  (See  materials  submitted  for  the  record 
on  the  mechanics  of  Second  Income  Plan  financing  and  on  the  corporations 
that  have  successfully  employed  this  approach  in  acquiring  new  capital.) 

OUR  PROPOSALS 

We  propose  two  basic  and  interrelated  strategies  for  broadening  the  base  of 
capital  ownership — without  eroding  or  redistributing  the  private  property  of 
existing  owners — so  that  every  household  in  America  could  begin  to  acquire 
legitimately  a  reasonably  sized  capital  estate  as  a  supplementary  source  of  its 
purchasing  power.  We  propose  that  Congress  enact  tax  and  other  reforms  (see 
Appendix  A)  which  would  : 

(1)  Encourage  the  expanded  use  by  the  major  U.S.  corporations  of  Second 
Income  Plan  Trusts,  an  approved  variation  of  a  qualified  deferred  compensation 
stock  bonus  trust,  so  that  corporate  employees  could  acquire  significant  capital 
estates  as  corporations  financed  their  capital  expansion  programs.* 

(2)  Launch  the  Second  Income  Plan,  a  comprehensive  strategy  for  achieving 
general  affluence  and  broadening  the  taxpayer  base  by  enabling  all  families  to 
own  capital.** 

The  financing  tools  of  the  Second  Income  Plan  and  its  theoretical  framework, 
two-factor  economics,  are  derived  not  so  much  from  a  study  of  hard-core  struc- 
tural poverty,  as  from  a  study  of  hard-core  structural  affluence. 


FAVORABLE  IMPLICATIONS 


This  approach  would : 

Build  a  "second  economy"  within  25  to  30  years  that  would  be  7  to  10 
times  larger  than  our  present  economy,  which  is  physically  incapable  of  sup- 
porting general  affluence. 

Create,  within  2  years  from  start-up  time,  tens  of  millions  of  new  and  use- 
ful joos  in  private  industry  to  build  the  physical  capital  structure  (e.g.  the 
buildings,  power  plants,  transportation  systems,  anti-pollution  systems, 
computers,  etc.)  needed  for  a  rapidly  expanding  "second  economy". 

Broaden  capital  ownership  among  tens  of  millions  of  workers — without 
reducing  their  take-home  pay,  fringe  benefits,  or  savings — by  linking  workers 
to  a  supplementary  source  of  income  beyond  that  derived  from  wages  or 
salaries. 

Broaden  capital  ownership  among  the  remaining  95  percent  of  capital-less 
Americans.  Conservatively,  we  estimate  that : 

After  a  5-year  start-up  period,  one  million  families  every  year  could 
leave  the  welfare  rolls,  each  producing  a  legitimate  dividend  income 
of  $4,000  per  year  through  its  productive  capital . 

After  a  second  5-year  period,  five  million  families  per  year  could 
acquire  similar  estates. 


•See  Appendix  B  to  this  testimony  and  chapter  16  of  Two-Factor  Theory  :  The  Eco- 
nomics of  Reality  by  Louis  O.  Kelso  and  Patricia  Hetter. 

**See  Appendices  C,  D  and  E  to  this  testimony  ;  also  bv  Mr.  Kelso,  see  : 

The  New  Capitalists  (co-author  Mortimer  Adler,  Random  House,  1961). 
Chapter  17  of  Two-Factor  Theory:  The  Economics  of  Reality  (co-author  Patricia 
Hetter,  Random  House,  Vintage  paperback,  1968) . 

"Eliminating  the  Purchasing  Power  Gap  Through  Two-Factor  Theory  and  the 
Second  Income  Plan"  (co-author  Patricia  Hetter),  Income  Maintenance  Programs  .  .  . 
Hearings,  Joint  Economic  Committee,  90th  Congress,  2nd  Session,  Vol.  II,  pp.  633r-652, 
1968. 

"Statement  on  Federal  Policy  to  Create  Full  Employment  by  Broadening  the 
V^n^T^S  °/n^ductlve  Capital"  (with  Norman  G.  Kurland),  Tax  Reform  Act  of 
V?'R-  13270)  •  •  •  Testimony  and  Statements  Received  Wednesday,  October  8, 
15J69,  Committee  on  Finance,  United  States  Senate,  91st  Congress,  2nd  Session,  Gov- 
ernment Printing  Office,  Washington,  D.C.,  pp.  589-705. 
vJEL^?^?^  of  Two-Factor  Theory  contains  the  "Full  Production  Act",  the  model  for 
federal  legislation  to  plan  and  implement  the  Second  Income  Plan  as  national  policy. 
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Within  15  years,  every  American  household  would  produce  significant 
incomes  through  their  newly  acquired  capital  estates. 

Generate  a  significant  new  and  legitimate  source  of  mass  purchasing  power 
not  dependent  on  government  intervention  or  redistribution  but  tied  directly 
to  newly  added  productive  power  in  the  economy. 

Encourage  corporations  to  pay  out  100  percent  of  net  profits  to  share- 
holders and  to  finance  their  corporate  expansion  through  techniques  that 
lead  to  broader  ownership. 

Enable  industry  to  finance  their  capital  growth  with  pre-tax  net  earnings. 

Gradually  eliminate  the  need  for  corporation  taxes. 

Reduce  government  costs  by  enabling  the  private  sector  to  recapture  from 
government  the  primary  thrust  for  expanding  our  economy,  thereby  grad- 
ually reducing  government's  roles  to  its  traditional  functions  as  "umpire", 
"gap  filler",  peace  keeper,  and  controller  of  our  monetary  machinery. 

Reduce  resource  and  manpower  waste  resulting  from  welfare  and  from 
jobs  artificially  "created"  with  taxpayer  dollars  and  create  rewarding  job 
opportunities  for  those  in  industry  and  in  the  military  who  will  become 
"surplus"  when  the  Vietnam  conflict  terminates. 

Create  new  and  more  rewarding  roles  for  labor  unions  as  the  demand 
for  employees  (and  therefore  labor's  potential  constituency)  increases  under 
_the  expanding  "second  economy".  Labor's  bargaining  demands  would  broaden 
from  their  exclusive  focus  now  on  higher  incomes  from  toil,  to  economic 
security  and  "second  incomes"  from  capital. 

Lift  the  psychological  and  economic  restraints  to  expanded  use  of  our 
new  technologies,  thereby  converting  the  working  man's  present  fear  of 
automation  to  mankind's  greatest  blessing. 

Gradually  eliminate  the  root  causes  of  our  uncontrollable  inflation : 

Increasing  labor  costs  alongside  decreasing  labor  productivity.  (Capi- 
tal, not  labor,  has  become  more  productive. ) 
High  interest  rates 
Non-productive  government  spending 
Unrestrained  consumer  credit 

Other  causes  which  artifically  produce  purchasing  power  without 
simultaneously  generating  a  corresponding  increase  in  the  output  of 
wealth. 

Begin  to  end  the  historic  struggle  between  the  haves  and  have-nots  through 
a  unique  "private  property"  strategy  that  would  turn  have-nots  into  haves 
without  taking  from  those  who  own  today's  capital. 

CONCLUSION 

Man  has  boldly  unleashed  silence  and  technology  to  the  point  where  his  very 
survival  is  threatened.  We  are  now  ready  to  harness  science  and  technology  to 
restore  his  hope  for  the  future.  The  Second  Income  Plan  is  solidly  rooted  in  the 
best  of  our  traditions  and  institutions,  but  it  is  a  sharp  and  totally  unique  de- 
parture from  most  of  today's  prescriptions  for  change.  It  is  the  only  route  re- 
maining through  which  American  business  corporations  and  labor  organizations 
can  reduce  their  dependency  on  government,  while  enabling  every  American  to 
gain  a  vested  interest  in  a  brighter  future.  We  urge  Congress  to  act  now,  before 
we  are  forced  to  repeat  the  worst  moments  of  the  1930's. 
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Appendix  A — Legislative  Reforms  Needed  To  Achieve  Widespread  Capital 
Ownership  Through  The  Second  Income  Plan 

i.  adopt  legislation 

A.  To  focus  our  national  economic  policy  for  building  mass  consumer  power 
away  from  "full  employment"  (i.e.,  government- — and  taxpayer  supported  job 
incomes,  plus  welfare  for  unemployables)  to  the  encouragement  of  "widespread 
capital  ownership"  and  other  goals  of  the  Second  Income  Plan. 

B.  To  encourage  corporations  to  internally  finance — as  they  do  now — replace- 
ment of  existing  capacity  as  it  is  worn  out  or  becomes  obsolete,  so  as  not  to 
dilute  the  equity  of  existing  shareholders. 

C.  To  encourage  corporations  to  finance  expansion  of  their  productive  capacity 
in  ways  that  build  new  capital  estates  for  families  with  little  or  no  capital 
ownership : 

Through  employee  Second  Income  Trusts,  which,  under  present  law,  make 
it  possible  to  finance  expansion  on  pre-tax  dollars  (i.e.  without  the  dilution 
of  corporate  income  taxes.)  These  trusts  utilize  Treasury-approved  stock- 
bonus,  profit-sharing  and  pension  trusts  in  a  highly  innovative  way  for  at- 
tracting private  credit  for  capital  acquisition.  (See  chapter  16  of  Two-Factor 
Theory:  The  Economics  of  Reality  by  Louis  O.  Kelso  and  Patricia  Hetter 
( Random  House,  Vintage  Paperback  1968)  for  more  details. ) 

Through  the  Financed  Capitalist  Plan  for  non-employees,  including  those 
without  viable  capital  estates  who  are  : 

Retired  persons  and  the  mentally  or  physically  disabled 
The  unemployed  and  unemployables 
Civil  servants,  legislators,  judges  and  the  military 
Educators,  artists,  and  the  clergymen 
College  students  from  low-income  families 
Person  adversely  affected  by  urban  renewal  projects 
(The  Financed  Capitalist  Plan  is  explained  more  fully  in  The  New  Capital- 
ist by  Louis  O.  Kelso  and  Mortimer  Adler  (Random  House,  1961)  and  in 
chapter  17  of  Two-Factor  Theory:  The  Economics  of  Reality.) 

D.  To  liberalize  provisions  of  the  Internal  Revenue  Code  (Section  401)  and 
applicable  regulations  relating  to  qualified  deferred  compensation  stock  bonus 
trusts  to : 

Increase  the  present  limits  of  deductibility  from  15%  of  covered  payroll 
to  30%  of  covered  payroll  of  corporate  contributions  to  qualified  stock  bonus 
trusts,  independently  of  deductions  for  contributions  to  qualified  pension 
trusts. 

Treat  dividends  payable  by  the  corporation  into  such  trusts  deductible 
like  interest. 

Permit  a  pass-through  of  dividends  to  employees  without  deferment  where 
the  trust  has  fully  paid  for  its  stock ; 

Broaden  the  provisions  of  the  Code  and  applicable  regulations  to  permit 
joint  multi-employer  stock  bonus  trusts,  similar  to  the  provisions  for  joint 
multi-employer  profit-sharing  trusts,  to  enable  employees  to  benefit  from  the 
advantages  of  diversified  ownership  of  stocks  of  the  several  participating 
employers. 

E.  To  eliminate,  over  a  reasonable  transition  period,  the  corporate  income  tax 
and  other  taxes  which  today  divert  almost  60  percent  of  the  full  income  stream 
from  capital,  thus  effectively  disqualifying  propertyless  Americans  from  the  op- 
portunity to  acquire  and  benefit  fully  from  ownership  of  newly  issued  corporate 
shares.  (See  techniques  for  broadening  ownership  outlined  in  C.  above.)  Per- 
sonal income  taxes  would  be  correspondingly  adjusted  to  meet  the  revenue  needs 
of  government. 

F.  To  encourage  or  require  mature  corporations  (those  having  reasonable 
access  to  private  financing  of  their  new  capital  formation)  to  pay  out  to  their 
stockholders  100  percent  of  their  net  earnings  (after  setting  aside  reasonable 
operating  reserves)  ;  this  would  also  close  a  major  leak  in  the  corporate  earning 
stream  which  precludes  widespread  capital  ownership. 

G.  To  provide  wealthy  persons  the  same  privileges  to  avoid  estate,  inheritance 
and  gift  taxes  as  they  enjoy  today  when  they  transfer  their  wealth  to  founda- 
tions, by  allowing  them  to  give  wealth  to  (1)  qualified  stock  bonus  trusts  and 
profit-sharing  plans  or  (2)  to  individuals  so  long  as  the  recipient  does  not  have  - 
after  the  gift — an  excessively  large  capital  estate.  Steeply  graduated  taxes  would 
apply  to  other  transfers  of  wealth. 

H.  To  encourage  new  competitors  in  highly  concentrated  industries  and  cor- 
porations subject  to  anti-trust  divestiture  decrees  to  utilize  Second  Income  Plan 
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financing  techniques  which  would  diffuse  their  ownership  among  employees  and 
others  who  are  propertyless. 

I.  To  encourage,  or  perhaps  require,  the  financing  of  new  capital  formation 
which  technologically  disemploys  people  (e.g.  new  technology  in  agriculture, 
steel-making,  auto  manufacturing)  in  such  a  manner  that  it  becomes  owned,  to 
a  reasonable  degree,  by  the  disemployed. 

J.  To  discourage  the  creation  of  new  general  purpose  foundations,  which  tend 
to  prevent  acquisition  of  increased  productive  power  through  capital  ownership 
by  the  poor.  The  Code  should  give  maximum  encouragement  to  the  use  by 
existing  general  purpose  foundations  in  following  the  lead  of  Ford  Foundation, 
as  announced  September  29,  1968,  to  use  a  portion  of  its  portfolio  assets  for 
loans  to  employee  Second  Income  Plan  Trusts  to  enable  employees  to  acquire 
ownership  of  productive  capital  without  diminishing  their  take-home  pay. 

K.  To  require  that  new  capital  formation  generated  by  any  federally  assisted 
program,  such  as  FHA-insured  financing  for  rental  housing,  be  processed  so 
that  it  would  be  owned  broadly  by  propertyless  families  through  Second  Income 
Plan  techniques. 

L.  To  require  that  persons  displaced  by  slum  clearance  who  have  no  adequate 
capital  estate  be  given  an  opportunity  to  acquire  ownership  of  new  capital 
formation  in  the  resulting  urban  renewal  area  through  appropriate  Second 
Income  Plan  techniques. 

M.  To  require  that  all  revenue-producing  capital  formation  that  benefits  from 
federal  subsidies  (such  as  ship  building,  airplanes,  atomic  power  plants,  irriga- 
tion projects,  farm  improvement  and  machinery,  plant  expansion  to  fill  govern- 
ment orders  for  defense,  space  or  other  purposes,  etc.),  to  be  financed  through 
Second  Income  Plan  techniques  to  create  ownership  of  the  newly  formed  capital 
by  non-capital-owning  households. 

N.  To  establish  a  government  credit  and  loan  guarantee  system  and  monetary 
machinery  (similar  to  VA  and  FHA  mechanisms  already  established  for  ex- 
panding private  housing,  a  major  consumer  item)  for  generating  through  normal 
private  lending  channels  sufficient  funds 

to  allow  qualified  U.S.  corporations  to  expand  to  their  full  physical  pro- 
ductive capacities  and 

to  finance  the  newly  added  capital  through  Second  Income  Plan  techniques 
so  that  it  will  be  broadly  owned  among  today's  propertyless  households. 

O.  Explore  new  ways  to  encourage  expansion  of  the  American  economy  to 
achieve  broadened  capital  ownership. 

Some  Examples  of  the  Use  of  Second  Income  Plan  Financing  Techniques 
To  Broaden  Capital  Ownership — By  Norman  G.  Kurland* 

i.  introduction 

Second  Income  Plan  credit  mechanisms  are,  without  qualification,  the  most 
innovative  and  efficient  financing  "tools"  available  for  new  capital  formation. 
Existing  owners,  new  owners,  and  lending  sources  now  using  these  techniques 
find  them  mutually  attractive  and  economically  beneficial. 

Arnold  Schuchter,  author  of  the  recent  book  White  Power,  Black  Freedom 
(Beacon  Press  1969)  and  a  top  economic  and  community  development  consultant 
with  Arthur  D.  Little,  Inc.,  probably  the  world's  most  prestigious  and  experienced 
management  and  technical  consulting  firm,  has  stated : 

"Together  with  a  number  of  key  professionals  in  economics  and  other  disci- 
plines at  Arthur  D.  Little,  I  am  persuaded  that  Second  Income  Plan  financing 
techniques  offer  unique  potentials  for  economic  development  programs  in  existing 
and  new  communities  benefiting  both  lower  income  whites  and  blacks,  as  well  as 
participating  corporations  and  financial  institutions." 

Mr.  Schuchter  is  only  one  of  many  in  the  corporate  world  who  are  beginning 
to  recognize  the  value  of  the  Second  Income  Plan  financing  approach. 

One  of  the  main  tools  of  the  Second  Income  Plan  is  the  Employee  Second 
Income  Trust,  which  is  a  U.S.  Treasury-qualified  adaptation  of  the  standard 
deferred  compensation  trust  (i.e.  employee  pension,  profit-sharing  and  stock- 
bonus  plans).  The  Employee  SIP  Trust  (see  attached  diagram  I)  is,  however, 
vastly  more  advantageous  for  all  parties  concerned — especially  for  corporate 
employees — than  any  of  the  traditional  pension,  profit-sharing  or  stock  bonus 
plans. 


*Executive  Director  of  the  Institute  for  the  Study  of  Economic  Systems,  Washington, 
D.C.  and  member  of  the  bar  of  the  District  of  Columbia. 

Copyright,  Institute  for  the  Study  of  Economic  Systems,  April  1969. 
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DIAGRAM  I 
SECOND  INCOME  PLAN  FINANCING 
[How  to  Promote  Corporate  Growth  by  Making  Your  Employees  Capital  Owners] 
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Copyright  1968:  Louis  0.  Kelso  and  Patricia  Hetter. 


Second  Income  Plan  techniques  are  explained  more  fully  in  the  many  writings 
of  their  architect,  San  Francisco  finance  and  corporation  lawyer  and  economist 
Louis  O.  Kelso.  See  especially  The  New  Capitalists  (Random  House  1961), 
co-authored  by  the  philosopher  Mortimer  Adler  and  Two-Factor  Theory:  The 
Economics  of  Reality  (Random  House,  Vintage  paperback  1968)  and  "Uprooting 
World  Poverty :  A  Job  for  Business,"  Business  Horizons,  Fall  1964,  the  latter 
two  writings  co-authored  by  Patricia  Hetter. 

The  most  distinguishing  technical  feature  of  the  SIP  financing  approach  is 
that  it  permits  new  capital  formation  to  be  financed  on  credit  repayable  with 
future  pre-tax  earnings  of  the  affected  corporations.  It  thus  surmounts  a  cor- 
poration's normal  dependency  on  its  past  savings  or  current  earnings  for  expand- 
ing its  capital  assets.  It  is  also  the  only  technique  now  available  to  business  for 
treating  principal  on  a  loan  for  newly  added  capital  as  a  tax-deductible  expense 
(interest  is,  of  course,  already  tax-deductible).  And,  most  significantly,  this  tech- 
nique uniquely  enables  formerly  propertless  persons  to  legitimately  acquire  an 
ownership  stake  and  a  "second  income"  from  capital,  without  diminishing  their 
savings  or  income  from  other  sources. 

The  underlying  principle  of  SIP  financing  is  simply  that,  in  well-managed 
enterprises,  newly  formed  capital  is  subject  to  "birth  controls."  That  is,  it  is 
brought  into  existence  only  after  top  management  and  financial  experts  are 
satisfied  that  it  will  pap  for  itself  in  a  relatively  short  time,  normally  three  to 
five  years,  irrespective  of  who  will  become  its  owners.  As  such,  productive  capital, 
unlike  consumer  goods,  is  inherently  financiable.  And  it  is  an  easily  insurable 
risk  that  future  pre-tax  corporate  earnings  (now  averaging  about  22  percent 
on  invested  capital  in  the  top  4000  corporations)  would  be  insufficient  to  pay  any 
credit  extended  on  the  newly  added  capital. 

Siphoning  off  over  half  the  full  income  stream  from  capital  through  Federal 
and  state  corporate  taxes  (now  about  56  percent  in  this  country),  however, 
cripples  the  ability  of  capital  to  pay  for  itself.  Hence,  the  "double  tax"  on  cor- 
porate earnings  harms,  not  so  much  existing  owners  (who  automatically  own 
virtually  all  newly  formed  capital  under  conventional  financing  techniques)  but 
rather,  potential  new  owners,  by  making  it  impossible  for  a  nonowner  without 
sayings  to  purchase  capital,  pay  for  it  out  of  what  it  produces,  and  thereafter 
enjoy  the  income  stream  from  capital  without  having  corporate  earnings  re- 
distributed to  him  in  the  form  of  a  government  hand-out,  inflated  wages,  or 
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"created  jobs."  The  SIP  approach,  on  the  other  hand,  strengthens  the  "private 
property"  system  and  enables  shareholders  to  become  bigger  personal  taxpayers 
because  of  their  larger  "second  incomes"  resulting  from  ownership  of  shares  in 
participating  corporations. 

The  plan  of  doing  business  for  any  SIP-financed  corporation  remains  that  of 
maximizing  profits  and  minimizing  costs  (including  taxes)  for  its  shareholders. 
And  uniquely  it  achieves  this  result  while  strengthening  employee  incentives, 
reducing  conflict  between  employees  and  owners,  and  becoming  more  competitive 
in  the  process.  But  perhaps  most  important,  the  SIP  techniques  demonstrate  to 
major  corporations,  once  they  begin  to  understand  the  economic  advantages  in- 
herent in  financing  their  expansion  through  SIP  techniques,  how  they  can  extend 
the  benefits  of  capital  ownership  to  the  95  percent  of  all  Americans  who  are  today 
capital-less,  and  therefore  by  definition  without  a  solid  stake  in  the  free  enterprise 
system. 

COL    SECOND   INCOME  PLAN   TRUST  TO  TURN   EMPLOYEES   INTO   OWNERS    OF  MATURE, 
WELL-MANAGED  CORPORATIONS 

A.  The  First  California  Company 

The  First  California  Company,  one  of  California's  top  brokerage  and  investment 
banking  firms,  traces  its  ancestry  back  to  days  when  it  was  the  investment  bank- 
ing arm  of  Bank  of  America.  In  1964,  its  then  owners,  the  Pepsi-Cola  United 
Bottlers,  Inc.,  suddenly  sold  the  company  to  a  small,  little  known  Los  Angeles 
securities  firm.  The  officers  and  employees,  concerned  about  the  future  under  new 
owners,  wanted  to  buy  the  company  for  themselves. 

Had  they  attempted  to  use  conventional  financing  techniques,  it  would  have 
been  impossible  to  borrow  enough  funds  from  normal  private  lending  sources.  By 
using  a  Second  Income  Plan  Employees'  Trust  (a  variation  of  the  standard  de- 
ferred compensation  trust)  as  a  financing  vehicle,  the  employees  purchased  and 
now  own  the  business. 

The  plan  involved  the  arranging  of  bank  financing  running  directly  to  the  SIP 
Employees'  Trust  in  an  amount  sufficient — when  added  to  the  small  amount  of 
savings  the  employees  had  to  invest — to  pay  the  price  in  cash.  The  employees  used 
that  cash  to  purchase  the  company's  stock  outright.  Using  the  tax  leverage  of 
deductible  contributions  by  the  company  to  the  trust,  the  trust  was  able  to  pay  off 
the  bank  loans  within  four  years.  The  company's  business  performance,  which 
had  historically  been  sound,  markedly  improved  when  the  officers  and  employees 
began  working  for  themselves.  Today,  the  firm  has  about  45  offices  strategically 
located  up  and  down  the  West  Coast  and  in  Nevada  and  Hawaii. 

B.  Peninsula  Newspapers,  Inc. 

The  Peninsula  Newspapers,  Inc.  is  an  employee-owned  organization  comprising 
The  Palo  Alto  Times.  The  Redwood  City  Tribune,  and  The  Burlingame  Advance 
Star  and  Green  Sheet,  all  published  on  the  San  Francisco  Peninsula.  It  is  one  of 
the  largest  and  most  profitable  chains  of  California  newspapers. 

In  19.54,  it  owners  wanted  to  sell  72  percent  of  the  company's  stock,  preferably 
to  its  employees.  Using  a  SIP  Employees'  Trust,  the  employees  obtained  credit  to 
purchase  the  stock  and  paid  off  the  loans  entirely  through  the  company's  tax- 
deductible  contributions  to  the  trust.  Since  the  employees  made  no  contributions 
under  this  arrangement,  their  take-home  pay  and  personal  savings  were  not 
diminished  in  any  way. 

The  value  of  the  SIP  Trust  was  $4.7  million  in  1966.  over  18  times  its  size  in 
1956,  when  the  plan  was  approved  by  the  U.S.  Treasury  Department.  In  1966,  the 
membership  of  the  SIP  Trust  stood  at  446. 

The  Peninsula  Newspapers.  Inc.  plan  holds  the  further  distinction  of  being  the 
first  SIP  Trust  to  involve  employees  who  were  members  of  trade  unions.  In  fact, 
since  six  different  unions  were  involved,  all  subject  to  separate  collective  bargain- 
ing agreements,  the  arrangement  required  multiple  trusts,  all  identical  in  the 
nature  of  the  benefits  they  provide. 

With  corporate  profits  accruing  to  the  benefit  of  its  employees,  this  highly 
successful  newspaper  chain  has  succeeded  in  preserving  its  integrity  and  freedom 
from  outside  pressures,  while  promoting  high  morale  and  a  significant  measure  of 
economic  security  for  its  employees  and  their  beneficiaries. 
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III.   SECOND  INCOME  PLAN   TRUSTS   TO  TURN  EMPLOYEES   OF  A  NEW  BUSINESS  INTO 

OWNERS** 

A.  The  Albina  Corporation 

The  Albina  Corporation  describes  itself  as  "the  only  Black-owned,  Black  run 
and  managed  manufacturing  company  in  the  United  States."  It  was  the  first 
enterprise  launched  under  the  War  on  Poverty  program  which  used  a  Second 
Income  Plan  Employees'  Trust  to  demonstrate  the  importance  of  broad  capital 
ownership  for  overcoming  poverty,  in  this  case,  for  residents  of  the  Portland, 
Oregon  black  ghetto. 

In  1967,  Linus  J.  Niedermeyer.  a  successful  Portland  businessman,  became 
impressed  with  the  Watts  Manufacturing  Company  of  Los  Angeles,  a  "ghetto 
subsidiary"  of  the  Aerojet  Corporaton,  and  met  with  leaders  of  the  black  com- 
munity to  discuss  the  possibility  of  a  similar  subsidiary  in  the  Portland  ghetto. 
It  was  agreed  by  all  parties  that,  to  be  more  meaningful,  the  business  should  be 
owned  and  operated  by  residents  of  the  community.  A  $195,000  manpower  training 
grant  was  provided  by  the  Department  of  Labor  and  a  27,000-square  foot  plant — 
a  former  bowling  alley  that  went  bankrupt — was  acquired  through  a  Small  Busi- 
ness Administration  loan.  The  Office  of  Economic  Opportunity  provided  a  $186,000 
grant  for  consultant  fees  and  for  initial  operating  expenses  and  a  $1Q0,000 
guarantee  for  a  loan  from  a  private  bank  to  be  financed  through  a  SIP  Employees' 
Trust.  The  corporation  scouted  the  country  for  top  black  managers,  found  some, 
and  by  mid-September  had  hired  40  persons  to  produce  metal,  wood,  and  fiberglass 
products  for  larger  industrial  establishments  and  government  agencies. 

The  Albina  Corporation  has  agreed  to  contribute  annally  into  the  trust  for 
the  benefit  of  each  of  its  employees  15  percent  of  his  total  compensation.  The 
trust  is  also  responsible  for  providing  all  employees  education  in  capital 
ownership. 

It  is  obviously  still  too  soon  to  judge  the  success  of  this  enterprise.  Its  plans, 
however,  call  for  the  employment  of  150  persons  and  a  payroll  of  $3-3.5  million 
by  the  end  of  its  first  year  of  operation.  The  Albina  Corporation's  highly  advan- 
tageous financing  plan  and  its  pioneering  of  the  concept  of  broad  capital  owner- 
ship among  the  poor  vastly  increases  its  likelihood  of  success  compared  to  other 
ventures  calling  for  "economic  development"  in  black  communities. 

B.  Congaree  Iron  and  Steel  Company 

The  Congaree  Iron  and  Steel  Company  of  Congaree,  South  Carolina,  received 
a  $1  million  working  capital  grant  from  the  Ford  Foundation  under  the  Founda- 
tion's new  program  to  invest  part  of  its  portfolio  in  business  ventures  with  "a 
high  social  yield."  According  to  Boudinot  P.  Atterbury,  an  attorney,  experienced 
investment  specialist  and  coordinator  of  the  new  program,  lawyers  for  the 
corporation  modelled  its  financing  plan  directly  from  the  techniques  described  in 
Two-Factor  Theory  :  The  Economics  of  Reality. 

As  described  in  the  Ford  Foundation's  press  release  of  September  29,  1968 
which  announced  the  launching  of  its  Program-Related  Investments  program, 
the  Congaree  Company,  in  receiving  the  foundation  loan — 

"has  agreed  to  establish  for  the  benefit  of  its  employees  a  trust  fund  to  hold 
a  sizeable  stake  in  the  present  ownership  and  future  profits  of  the  company. 

"Congaree  was  founded  ten  years  ago.  Beginning  operations  in  an  open 
cotton  field  with  a  handful  of  employees,  it  has  grown  rapidly  to  the  point 
that  it  now  has  annual  sales  of  about  $7  million  and  350  employees.  The 
company  manufactures  steel  joists  (a  speciality  product  manufactured  to 
fill  custom  orders)  for  the  construction  industry.  Congaree  is  located  in  a 
rural  area  of  central  South  Carolina  that  is  marked  by  serious  poverty  and 
unemployment.  The  company  is  the  only  significant  employer  in  its  immediate 
area.  It  hires  unskilled  workers  and  trains  them  in  the  various  skills  the 
company  requires.  The  management  of  the  company  has  always  pursued  an 


**Mr.  Kelso  has  suggested  that  the  Employee  SIP  Trust  will  only  begin  to  benefit  a 
sizeable  segment  of  our  labor  force  and  thus  produce  a  significant  national  economic  impact 
when  it  is  adopted  by  more  of  our  large,  mature,  and  well-managed  corporations,  preferably 
the  4,000  or  so  top  U.S.  corporations.  It  could  also  be  used  effectively  by  the  Federal 
Government  in  restoring  market  competition  that  has  been  eliminated  in  contraventions 
of  the  antitrust  laws  by  arranging  the  financing  of  well-managed  competitors.  Mr.  Kelso 
has,  in  fact,  designed  a  SIP  Trust  to  enable  the  employees  to  purchase  a  subsidiary  of  a 
major  corporation  subject  to  an  anti-trust  divestiture  order.  This  financing  technique, 
however,  should  not  be  considered  a  panacea  for  risky  new  small  businesses  or  struggling, 
poorly  managed  businesses,  whose  failure  rates  are  today  so  high — mainly  because  of  tech- 
nical reasons — that  their  continued  existence  is  a  blessing  to  no  one,  their  owners,  workers 
and  consumers  alike. 
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equal  opportunity  policy  in  hiring  and  promoting  its  employees ;  twelve  of 
the  firm's  Negro  employees  have  supervisory  positions. 

"The  Foundation's  loan  will  provide  Congaree  a  needed  infusion  of  work- 
ing capital.  At  the  same  time,  Congaree  will  help  establish  for  the  benefit 
of  its  employees  a  trust  fund  to  which  it  will  transfer  10  per  cent  of  its  out- 
standing common  stock  immediately,  and  in  favor  of  which  it  will  contribute 
15  per  cent  of  annual  profits  before  taxes  in  the  future.  The  trust  fund  will 
invest  its  assets  for  the  benefit  of  Congaree  employees,  and  may  elect  to 
purchase  additional  common  stock  of  Congaree  or  to  invest  the  funds  in  other 
ways.  W.  Frank  Threatt,  who  founded  and  developed  the  company,  envis- 
ioned it  not  only  as  a  private  profit-making  business  but  also  as  a  community 
development  venture,  providing  economic  opportunity  to  displaced  farmers 
and  farm  workers,  mostly  Negroes  in  the  Congaree  area,  without  the  need 
to  migrate  to  Northern  urban  centers.  The  Foundation  sees  the  venture  as 
an  experiment  in  the  development  of  means  of  increasing  Negro  participation 
in  the  profits  and  ownership  of  American  business,  especially  in  the  owner- 
ship of  companies  in  which  they  work." 

IV.  SECOND  INCOME  FINANCING  TO  TURN  CONSUMERS  INTO  OWNERS 

A.  Valley  Nitrogen  Producers,  Inc. 

Few  envisioned  the  incredible  growth  and  success  of  this  young  farmer-owned 
cooperative  when  it  was  organized  in  1957  to  manufacture  and  distribute  fertil- 
izer for  its  members  and,  on  occasion,  to  national  and  international  markets. 

In  1959,  Valley  Nitrogen  Producers  opened  its  headquarters  plant  complex  at 
Helm  in  the  heart  of  California's  San  Joaquin  Valley,  some  40  miles  southwest 
of  Fresno.  From  that  point  on,  the  enterprise  has  continued  to  expand.  In  1967, 
a  $20  million  complex  was  added  at  El  Centro,  in  southern  California's  Imperial 
Valley.  Today,  the  company  employs  about  500  people,  has  $55  million  worth  of 
plant  facilities  in  operation,  and  produces  more  than  half  the  agricultural  chemi- 
cals sold  in  California. 

But  the  dramatic  story  of  Valley  Nitrogen  Products  cannot  be  understood 
apart  from  the  legal  and  financial  structure  which  enabled  it  to  come  into  being 
and  survive  in  the  face  of  vigorous  opposition  from  five  companies,  including 
Standard  Oil  of  California,  Shell  Oil  Company.  Union  Oil  Company,  and  others, 
who  dominated  the  chemical  fertilizer  business  in  California  for  some  20  years 
previously.  After  VNP  entered  the  field,  the  major  producers  dropped  the  price  of 
the  basic  nitrogenous  fertilizer — anhydrous  ammonia — from  the  $200  per  ton  area 
in  1958  to  $66  per  ton  (F.O.B.  plant)  and  have  held  the  price  in  the  $66  to  $74 
per  ton  range  ever  since.  Thus,  Valley  Nitrogen  has  saved  somewhere  around  $160 
million  to  California  farmers,  whether  they  are  shareholders  or  not. 

Valley  Nitrogen  was  structured  by  Louis  O.  Kelso  as  a  cooperative  organized 
like  corporation  which,  each  year,  pays  out  all  of  its  net  earnings  to  its  share- 
holders, in  this  case  farmers  who  are  also  customers  for  its  products.  Since  the 
corporation  pays  out  its  earnings  (after  debt  service)  each  year  to  its  share- 
holders, who  are  also  its  customers,  it  avoids  the  double  taxation  faced  by  most 
corporate  enterprises.  This  strutcure  allowed  Valley  Nitrogen  to  finance  its 
present  capital  plant,  pay  off  about  $25  million  in  debt,  enabled  about  70 
percent  of  its  shareholders  to  pay  for  their  stock  out  of  dividends,  and,  with 
this  year's  patronage  refund,  raised  the  incomes  of  its  shareholders  by  nearly 
$25  million  in  dividends. 

V.  SOME  OTHER  SECOND  INCOME  PLAN  PROJECTS  UNDER  CONSIDERATION 

A.  A  "new  city"  in  one  of  the  Southern  states. 

B.  Financing  of  a  fleet  of  new  airbuses  by  one  of  the  nation's  largest  airlines. 

C.  An  international  hotel-motel  chain  interested  in  building  hotels  in  the  black 
ghettoes. 

D.  A  major  national  grocery  chain  for  financing  its  new  facilities. 

E.  The  purchase  of  a  privately  owned  local  transit  system  by  its  employees 
and  passengers,  using  a  combination  of  the  Employee  SIP  Trust  and  the  Valley 
Nitrogen  model. 

F.  A  comprehensive  industrial,  commercial,  and  agricultural  development  pro- 
gram in  one  or  more  of  the  developing  economies  of  Latin  America,  Africa,  and 
Southeast  Asia. 

G.  Comprehensive  industrial  and  commercial  development  programs  in  Eastern 
Kentucky,  Central  Harlem,  Washington,  D.C.,  and  Roxbury,  Massachusetts. 
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through 

TWO-FACTOR  THEORY  and  THE  SECOND  INCOME  PLAN* 


Memorandum  for  Panel 
of  the 

President's  Commission  on  Income  Maintenance  Programs 

at  its 

Hearing  in  Los  Angeles ,  California 
11:30  a.m.  -  May  23,  1969 


by     Louis  0.  Kelso 


INTRODUCTION: 


I  am  proposing  a  plan  which,  with  a  start-up 
time  of  five  years,  would  take  at  least  one  million 
families  per  year  off  the  welfare  rolls,  and  would 
enable  them  to  produce  an  income  of  $4,000  per 
year  or  more.    Within  a  second  five-year  period, 
the  rate  of  transfer  from  dependence  on  welfare  to 
dependence  on  independent  incomes  could  accelerate 
to  five  million  families  per  year. 

In  the  short  space  of  time  allotted  to  me  by  the 
Commission,  it  is  not  possible  to  do  much  more  than  to 
outline  my  argument,  made  more  fully  in  a  number  of 
writings,  that  the  long-range  income  maintenance  prob- 
lem of  the  United  States  must  be  solved  through  effect- 
ively enabling  millions  of  additional  families,  and 
eventually  all  families  and  individuals,  legitimately 
to  acquire  and  own  productive  capital  through  ways  that 
will  enable  us  to  build  a  vastly  larger  economy.  The 
ca.se  for  this  approach  --  the  Second  Income  Plan  --  is 
stated  in  TWO-FACTOR  THEORY:  THE  ECONOMICS  OF  REALITY, 
published  by  Random  House  in  hardcover  and  by  Vintage 
Books  in  paperback  in  1968. 


*  Copyright  1969  by  Louis  0.  Kelso. 
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Here  is  the  essence  of  the  case: 

Conventional  economic  concepts,  from 
Adam  Smith  through  John  Maynard  Keynes , 
and  governmental  and  business  institutions 
based  upon  them,  assume  that  the  perform- 
ance of  labor  is  the  primary  method  of  leg- 
itimating individual  income:  that  capital 
instruments  increase  "labor  productivity" 
and  that  the  goal  of  an  economic  system  is 
to  keep  labor  employed.     The  function  of 
the  welfare  state  is  to  raise  funds  by 
taxation  or  by  borrowing  to  subsidize  and 
thus  increase  the  number  of  jobs,  and  to 
the  extent  the  number  of  jobs  is  insuffici- 
ent, to  provide  direct  distributions  of 
cash  welfare.     Administrative  techniques 
aside,  such  approaches  are  based  upon  one- 
factor  economic  thinking:  i.e.,  that  however 
wealth  is  produced,  it  should  be  distributed 
as  pay  for  labor  to  the  maximum  extent  pos- 
sible, and  beyond  that  in  the  form  of  a  dole, 
which  may  be  named  unemployment  compensa- 
tion, welfare,  aid  to  dependent  children, 
food  stamp  programs,  guaranteed  annual  in- 
come, negative  income  tax,  family  allowance, 
etc. 

Two-factor  theory  represents  a  quantum 
advance  in  the  social  sciences  over  tradi- 
tional economic  concepts.     It  recognizes  the 
fact  that  there  is  productive  equality  be- 
tween the  two  factors  of  production:  the 
human  factor  (labor)  and  the  non-human  factor 
(physical  capital  in  all  of  its  forms,  includ- 
ing land,  structures,  and  machines).  Two- 
factor  theory  and  the  Second  Income  Plan  are 
concerned  with  the  proper  structuring  of  an 
economic  system.     This  structuring  would 
achieve  income  maintenance  by  planning  the 
sustained  and  high-level  economic  productive- 
ness of  each  family  and  single  individual 
through  employment,  to  the  extent  there  is  a 
market  demand  for  employment ,  and  beyond  that 
through  the  ownership  of  reasonably  sized  and 
viable  holdings  of  productive  capital. 

Of  all  the  proposals  to  solve  the  income 
maintenance  problem,  two-factor  theory  and 
the  Second  Income  Plan  alone  seek  to  solve  it 
by  raising  the  productiveness  of  each  consumer 
unit  in  the  economy. 
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Throughout  this  paper,  the  reference  to  "CAPITAL" 
is  to  physical  capital,  i.e.,  LAND,  STRUCTURES, 

and  MACHINES 


and  NOT  to  money. 


The  purpose  of  charts  and  illustrations  in 
this  paper  is  to  show  basic  relationships,  rather 
than  precise  quantifications  or  percentages  which 
are  not  important  to  the  argument.    The  relation- 
ships shown  are  believed  to  be  accurate. 


WHAT  IS  THE  LOGIC  OF  A  MARKET  ECONOMY  ? 


The  U.S.  economy  is,  and  is  said  to  be,  a 
market  economy.  What  is  the  logic  of  a  market 
economy? 
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"SYSTEM"  means  LOGIC. . . 

IF  THERE  IS  NO  LOGIC  TO  AN  ECONOMY,  OR  IF 
ITS  LOGIC  CANNOT  BE  IDENTIFIED,  THEN  THE 
ECONOMY  CANNOT  BE  CALLED  A  SYSTEM. 


THE  LOGIC  OF  A  MARKET  ECONOMY  IS 

DOUBLE-ENTRY  BOOKKEEPING 


Inpllt  by  a  consumer  unit  is  the  basis  for 
Out f 9 1(6    (that  is,  personal  income). 
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The  market  value  of  goods  and  services  pro- 
duced in  a  given  time  period  is  exactly  equal  to 
the  purchasing  power  generated  out  of  the  process 
of  production. 

Productive  input  by  the  two  factors ,  labor 
and  capital,  or  human  and  non -human,  measured  in 
dollars,  equals  the  purchasing  power  outtake, 
also  measured  in  dollars. 


Without  attempting  to  quantify  the  relative  input 
and  outtake  factors,  the  relationship  can  be  illustrated 
this  way: 


Economic  Input  Economic  Outtake 


Labor 

+ 

Capital 

Workers ' 

+ 

Capital 
Owners  1 

Input 

Input 

Income 

Income 

The  sole  purpose  of  peaceful  economic  activity  is 
consumption  : 

To  satisfy  consumer  needs  and  wants  and  to 
provide  a  sense  of  security  that  such  needs  and 
wants  will  continue  to  be  satisfied  in  the  fore- 
seeable future . 

Increased  income  for  a  family  or  an  indivi- 
dual in  a  market  economy  is  a  function  of  in- 
creased productive  input  --  input  that  is  valued 
by  the  market  because  it  is  necessary  to  an  end 
result  for  which  the  market  exists  to  satisfy: 
consumer  needs  and  wants. 

Free  men  are  committed  to  the  principle  of  the 
market  economy:  that  economic  outtake  should  be  the  re- 
sult of  productive  input. 
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This  is  the  principle  of  double-entry  book- 
keeping. 

It  is  the  only  imaginable  concept  of  economic 
justice. 

It  is  the  only  imaginable  moral  basis  for  eco- 
nomic activity. 

It  is  the  only  principle  of  economic  distribu- 
tion (there  are  but  two)  consistent  with  each 
man's  individuality,  his  human  dignity,  his 
economic  machismo. 

No  man  wants  to  be  a  ward  of  charity 
(the  other  principle  of  distribution) 
unless  he  has  no  other  choice. 

No  man  wants  to  support  strangers  with 
his  own  productive  input;  he  detests 
carrying  others  on  his  back  economically. 


Understanding 

TECHNOLOGICAL  CHANGE 

The  only  major  causitive  factor  of  change  in 
human  affairs  is  technological  innovation.    What  is  it? 


It  is  a  process  by  which  man  harnesses 
the  laws  of  nature  and  makes  her  work  for  him 
THROUGH  CAPITAL  INSTRUMENTS:     land,  structures, 
and  machines . 

For  all  practical  purposes,  man's  evolu- 
tion takes  place  in  his  capital  instruments 
rather  than  in  his  body,  as  in  the  case  of  the 
sub-human  species. 

Technological  change  does  not  raise  the 
productiveness  (or  "productivity")  of  labor  -- 
ever. 

Technological  change  raises  the  produc- 
tiveness of  capital  instruments,  both  through 
facilitating  the  addition  of  more  capital 
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instruments,  and  through  the  addition  or  substi- 
tution of  better  capital  instruments. 

Technological  change  shifts  the  burden  of 
productive  input  at  an  accelerating  rate  from 
labor  to  the  non-human  slaves. 

The  greater  affluence  of  any  industrial 
society  is  due  to  its  non-human  slaves,  not  to 
the  economic  superiority  of  its  people,  or  to 
their  education,  or  to  their  experience,  except 
as  these  are  reflected  in  the  addition  of  capi- 
tal instruments  to  the  economy. 


In  fact,  the  source  of  affluence,  where  it  exists 
aside  from  slavery  or  theft,  is  increased  productive 
input  by  the  non-human  factor:  capital  goods. 

Announcing  his  plans  to  use  Second  Income  Plan 
financing  to  build  the  industrial  base  of  Soul  City, 
North  Carolina,  on  broad  capital  ownership,  Floyd  B. 
McKissick,  former  national  director  of  C.O.R.E., 
declared  on  Lincoln's  Birthday,  1969: 

"Abraham  Lincoln  freed  the  slaves  only  in  the 
legal  sense.    Technology  was  the  slave's  real 
emancipator.    Technology  freed  the  human  slave 
by  transferring  his  toil  onto  the  tireless 
backs  of  non-human  slaves  driven  by  water, 
steam,  petroleum,  and  electricity.     But  the 
Black  man  has  been  alienated  a  second  time, 
because  he  never  has  owned,  and  never  had  a 
chance  to  own,  the  machines  that  replaced 
[him]...  For  all  his  good  intentions,  Lincoln 
didn  t  free  the  slaves.     He  fired  them...  This 
time,  Black  people  are  determined  to  be  the 
slavemasters .     But  our  slaves  won't  be  weak 
and  defenseless  human  beings .    They  will  be 
the  non-human  things  that  produce  industrial 
wealth...  We  intend  to  work,  and  to  work  hard. 
But  we  do  not  intend  merely  to  work.    We  intend 
to  own." 


The  skills  required  to  produce  goods  and  services 
change;  many  old  ones  become  obsolete,  and  a  few  new 
ones  are  added.    Technological  change  is  designed  to 
eliminate  dependence  upon  skills. 
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But  in  general,  each  new  generation  of  men  "puts 
in"  less  and  less  of  any  kind  of  measurable  human  input 
--  muscular  or  mental.    More  and  more  productive  input 
comes  from  capital  instruments  and  less  and  less  from 
labor.    This  shift  in  input  mix  accelerates  with  time; 
technology  builds  upon  itself. 


WHAT  DOES  THE  SHIFTING  OF  PRODUCTIVE  INPUT 
FROM  CAPITAL  INSTRUMENTS  TO  LABOR 
DO  TO  INCOME  DISTRIBUTION? 


If  we  remember  that  the  logic  of  a  market  economy 
is  double -entry  bookkeeping,  under  which  out take  from 
the  economy  is  based  upon  productive  input  into  the 
economy,  then  we  know  that  as  technological  change  moves 
forward,  more  and  more  of  the  productive  input  is  by 
capital  instruments  and  more  and  more  of  the  income 
(under  free  market  conditions)  will  shift  to  the  owners 
of  capital  instruments.     Less  and  less  income  will  be 
received  by  the  owners  of  labor  power        the  individual 
workers  themselves. 

If  we  actually  had  the  determination  of 
the  value  of  labor  under  free  market  conditions, 
unsupported  by  minimum  wage  laws,  overtime  laws, 
the  legalization  of  union  coercion,  and  by  gov- 
ernmentally  subsidized  and  synthesized  employ- 
ment ,  my  estimate  is  that  labor  in  the  aggregate 
would  provide  about  10%  of  the  productive  input 
into  the  economy  and  would  receive  about  10%  of 
the  resulting  income. 

Since  all  of  the  studies  that  have  been 
made  on  the  distribution  of  the  ownership  of  pro- 
ductive capital  show  that  it  is  wholly  owned 
within  the  top  5%  to  10%  of  wealth-holders  in  the 
economy,  what  pattern  of  income  distribution  would 
a  free  market  economy  provide  under  present  tech- 
nological conditions?      The  answer  can  be  illus- 
trated as  follows: 
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Economic  Input  and  Income  Distribution  in  the  U.S.  Economy 


Assuming  Free  Market  Conditions 
and 

The  1969  Level  of  Technological  Development 


ECONOMIC  INPUT 


ECONOMIC  OUTTAKE 


10% 


90% 


10% 


90% 


95%  of 
Families 


Capital 


Workers 
ployed 

Incoir 
and 

5%  of 
Families 


95%  of 
Families 


Capital  Owners' 
Income 


5%  of 
Families 


Obviously,  if  labor  were  to  be  suddenly  evalu- 
ated at  its  free  market  value,  the  condition  could 
continue  only  momentarily.    Starvation  of  the  masses, 
and  the  collapse  of  consumption,  as  well  as  produc- 
tion, would  be  instant. 
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GOVERNMENTAL  MODIFICATION 

OF  THE  INCOME  DISTRIBUTION  PATTERN: 

Since  families  without  income  would  starve,  and 
since  production  cannot  be  carried  on  in  the  absence 
of  consumption,  what  has  government  done  to  prevent 
the  collapse  of  the  market  economy  in  the  face  of  the 
concentrated  ownership  of  the  most  productive  factor 
of  production? 


Through  governmental ly  supported  redistribution, 
achieved  (1)  partly  by  the  legalizing  of  coercion  and  - 
the  threat  of  coercion  in  the  fixing  of  wages  and 
salaries,  and  (2)  partly  by  redistribution  of  income 
through  using  funds  collected  by  taxes  of  various 
kinds  from  one  segment  of  the  population  to  finance 
welfare  and  "created"  jobs  for  the  other  segment,  the 
actual  picture  looks  more  like  this : 


ECONOMIC  INPUT 
ESTIMATED  ON  THE 

BASIS  OF 
FREE  MARKET  VALUES 


10% 


90% 


r-l  + 


95%  of 
Families 


Capital 


5%  of 
Families 


ECONOMIC  OUTTAKE 
AFTER  REDISTRIBUTION 


78% 


22% 


Income 
of  Workers 

and 
Unemployed 


+  ^ 


95%  of 
Families 


5%  of 
Families 
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Even  so,  it  is  clear  that  under  the  accelerating 
rate  of  technological  change  and  the  continuing  con- 
centrated ownership  of  productive  capital,  the  pattern 
of  income  distribution  is  such  that  we  do  not  bring 
into  existence  more  than  a  fraction  of  our  ability  to 
produce  goods  and  services  simply  because  the  purchas- 
ing power  to  buy  those  goods  and  services,  once  pro- 
duced, is  not  possessed  by  those  who  have  unsatisfied 
needs  and  wants . 

Our  techniques  of  financing  new  capital 
formation  continue  to  add  more  productive 
power  to  those  whose  present  productive  power 
is  already  vastly  in  excess  of  their  ability 
or  desire  to  consume.    At  the  same  time,  the 
under-productive  (the  poor)  remain  pOOf . 


THE  TWO  BASIC  APPROACHES 

TO  SOLUTION  OF  THE 

INCOME  DISTRIBUTION  PROBLEM: 

Route  I 

Increase  governmental  redistribution  to  the  workers 
and  the  unemployed,  who  constitute  95%  of  consumer 
units ,  but  who  furnish  only  a  small  fraction  of  the 
economy's  productive  input,  until  these  consumer  units 
receive  in  fairly  equal  portions  95%  or  more  of  person- 
al income. 

The  disadvantages  of  Route  I  are  that : 

Since  functionally  private  property  in 
capital  instruments  exists  only  where  the 
owner  receives  all  that  his  capital  produces , 
it  would  totally  destroy  private  property  in 
the  non -human  factor  of  production. 

Since  capital  owners  are  discouraged  by 
being  deprived  of  the  fruits  of  their  capi- 
tal, it  would  either  slow  down  the  rate  of 
new  capital  formation  on  which  increase  in 
the  output  of  goods  and  services  is  dependent, 
or  the  government  would  have  to  substitute 
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wage  and  price  controls,  and  even  government 
ownership  of  the  non-human  factor  for  private 
ownership  --an  arrangement  which  has  never 
been  able  to  achieve  economic  growth  rates 
comparable  with  those  achieved  under  free 
enterprise. 

Route  II 


Make  it  possible  on  an  accelerated  basis  for  pro- 
gressively more  and  eventually  all  of  the  non-capital- 
owning  95%  of  consumer  units  to  engage  in  production 
through  the  ownership  of  both  factors  so  that  they  may 
receive  income,  in  accordance  with  the  logic  of  the 
market  economy,  from  both  factors  of  production. 
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Except  for  the  Second  Income  Plan,  all  income 
maintenance  programs        including  the  guaranteed 
annual  income,  the  negative  income  tax,  the  expan- 
sion of  unemployment  compensation,  governmental 
employment  or  subsidization  of  employment  of  the 
unemployed,  etc.  --  utilize  Route  I  redistribu- 
tion of  output  of  the  existing  economy. 


The  Second  Income  Plan  alone  utilizes  Route  II. 
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ONE-FACTOR  ECONOMIC  CONCEPTS 
and 

TWO-FACTOR  ECONOMIC  CONCEPTS: 


The  income  maintenance  hangup  is ,  and  has  always 
been,  the  attempt  to  make  one-factor  economic  con- 
cepts work  in  a  two-factor  real  world.     Let  me  now 
in  half  a  minute  --  explain  two -factor  theory: 


It  is  the  idea  that  each  of  the  two 
factors  produces  wealth  in  exactly  the  same 
sense : 

This  idea  is  contrary  to  explicit 
socialist  dogma. 

It  is  also  contrary  to  U.S.  economic 
policy:  the  Employment  Act  of  1946 
and  the  Economic  Opportunity  Act  of 
1964. 

Both  political  parties  espouse  one- 
factor  economic  policy. 

The  various  studies  on  economic  goals 
that  have  been  made  in  the  U.S.  since 
the  T.N.E.C.  studies  of  1938-42  uni- 
formly conclude  that  our  proper 
economic  goal  is  full  employment,  so 
they  are  contrary  to  two -factor  theory. 

Two-factor  theory  is  contrary  to 
Keynesian  doctrine. 

While  physical  capital  does  not  pass  un- 
noticed in  the  western  economies,  we  assert 
that  its  function  is  to  enhance  the  "produc- 
tivity of  labor." 

This,  of  course,  is  contrary  to  reality 
and  to  two-factor  theory. 

If  two-factor  theory  is  sound,  and  if 
double -entry  bookkeeping  is_  the  logic  of  a 
market  economy,  then  the  only  way  to  eliminate 


1389 


poverty,  and  to  bring  about  a  condition  of 
general  affluence,  is  to  make  it  possible 
for  every  family  and  every  individual  to 
produce  general  affluence. 

To  make  a  greater  productive  input 
into  the  economy. 

But  if  most  productive  input  is  by 
capital,  the  non-human  factor,  this 
means  virtually  every  individual  and 
family  must  be  enabled  to  become  the 
private  owners  of  productive  capital. 

To  buy,  pay  for,  and  own  viable  hold- 
ings of  productive  capital. 


The  tools  of  the  Second  Income  Plan  --  financing 
techniques  and  modifications  of  tax  laws  and  corporate 
practices  --  are  designed  to  build  productive  power 
into  households  and  individuals  now  insufficiently 
productive  so  that  they  may  be  enabled  to  produce  an 
affluent  share  of  income.    This  method  has  yet  to  be 
employed  as  national  policy  in  any  economy.     It  is  a 
method  designed  to  protect  existing  private  property, 
highly  concentrated  though  it  may  be,  and  to  build  a 
Second  Economy  owned  in  reasonable -sized  holdings  by 
the  great  majority  of  households  who  own  no  productive 
capital  in  the  existing  economy.    This  is  the  correct- 
ive method  of  the  Second  Income  Plan. 


The  object  of  the  program  which  we  are 
urging  industry  and  business  to  undertake 
can  best  be  illustrated  like  this: 

Let  the  small  circle  below  represent  the 
capital  structure  of  the  present  economy  of 
the  United  States,  and  let  the  larger  circle 
surrounding  it  represent  a  second  economy,  to 
be  built  over  an  estimated  25-year  period 
through  expansion  several  times  over  of  the 
present  economy: 
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The  principal  tool  of  the  Second  Income  Plan 
is  one  that  can  be  used  by  business  corporations 
under  present  state  and  Federal  laws.     It  consists 
of  a  radically  new  and  different  use  of  the  fam- 
iliar qualified  deferred  compensation  stock  bonus 
plan  in  such  way  that  it  can  both  finance  corpor- 
ate growth  and  build  equity  ownership  into  employees 
without  diminishing  their  takehome  pay.     It  is  ben- 
eficial to  the  corporation,  its  existing  share- 
holders, the  employees,  and  the  economy.     Its  use  is 
outlined  below. 


In  THE  NEW  CAPITALISTS  (Kelso  and  Adler, 
Random  House,  1961)  and  in  TWO -FACTOR,  THEORY :  THE 
ECONOMICS  OF  REALITY  (Kelso  and  Hetter,  Random 
House  and  Vintage  Press,  1968),  we  have  shown  that 
with  modest  legislative  changes,  equity  ownership 
that  can  be  built  into  corporate  employees  now 
under  existing  law  could  be  built  into  non-corporate 
employees  such  as  civil  servants,  teachers,  judges, 
legislators,  professionals,  artists,  invalids, 
widows  with  children,  the  aged,  etc. 


Income  Maintenance 

AND  THE  BUSINESS  CORPORATION  STRATEGY: 
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Roughly  80%  of  the  goods  and  services  produced  in 
the  non-agricultural,  non- governmental  sector  are  pro- 
duced by  corporations. 

This  automatically  means,  under  double- 
entry  bookkeeping,  that  807o  of  the  purchasing 
power  generated  by  the  private  economy  (out- 
side agriculture)  arises  in  corporations. 


Present  strategy  employed  by  business  corporations 
consists  of  maximizing  production  and  sales,  minimiz- 
ing costs,  and  being  a  law-abiding  corporate  citizen. 

Thus,  while  80%  --  approximately  --  of 
the  income  (outside  agriculture)  generated 
by  the  private  economy  arises  in  corpora- 
tions, there  is  no  recognition  that  one  con- 
cern of  sound  corporate  strategy  should  be 
to  make  certain  that  income  is  channeled  to 
people  with  unsatisfied  economic  needs  and 
wants ,  and  not  to  those  whose  needs  and 
wants,  however  lavish,  are  already  pro- 
vided for. 

The  chief  productive  factor  in  the 
modern  corporation  is  the  non-human  factor 
of  production:  capital. 

All  modern  techniques  of  corporate 
finance  are  designed  to  assure  that 
the  ownership  of  virtually  all  newly 
formed  capital  flows  into  the  hands 
of  the  top  57o  of  wealth-holders  who 
today  own  all  the  corporate  capital. 
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What  closes  the  purchasing  power  gap  created  by 


defective  corporate  strategy? 


Answer:    Government  and  consumer  credit. 


Government  welfare  distributions. 

Redistribution  of  income  from  capital  owners  to 
non-capital -owners  and  from  highly  paid  workers 
to  the  unemployed  by  graduated  income  taxes , 
personal  and  corporate;  graduated  estate  taxes 
and  graduated  gift  taxes;  social  security  taxes, 
unemployment  compensation  taxes,  property  taxes, 
etc. 

Government  employment,  particularly  in  public 
works,  military  overkill  production,  space 
waste,  etc. 

Governmental  enfranchising  of  labor  unions  to 
use  coercion  in  the  marketplace  to  effect  re- 
distribution, by  demanding  progressively  higher 
pay  in  return  for  progressively  diminished 
quantity  and  quality  of  labor. 

Governmental  subsidies  of  agriculture,  ship- 
building, military  stockpiling,  export  of 
foreign  aid,  etc. 

etc.  etc 


Consumer  credit  closes  the  purchasing  power  gap 
today  and  makes  it  radically  larger  tomorrow. 


A  consumer  may  buy  a  home  with  a  modest 
downpayment  today  ^^^^av 


and  pay  for  three  homes  over  the  rest  of 


The  purchasing  power  gap  is  similarly, 
although  less  drastically  widened  by 
all  other  forms  of  consumer  credit. 
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A  CORPORATE  STRATEGY  FOR  INCOME  MAINTENANCE 

based  on  The  Second  Income  Plan: 


What  can 

BUSINESS  do  to  solve  the  income 
maintenance  problem? 

The  answer  is  to  employ  as  widely  as  possible 

Employee  Second  Income  Trusts. 

The  following  illustrates  how  these  operate: 
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The  main  highlights  of  the  operation  of  these 
trusts  is  as  follows: 


An  employee  deferred  compensation  trust  is 
established,  or  if  one  is  already  in  existence, 
it  can  be  remodeled  to  suit  Second  Income  Trust 
financing  purposes. 

Loan  financing  from  conventional  loan 
sources  --  insurance  companies,  banks,  etc. 
is  arranged  so  that  loans  are  made  directly  to 
the  deferred  compensation  trust. 

The  trust  takes  the  loan  proceeds  and  in- 
vests it  in  the  sponsoring  corporation's  stock. 

The  corporation  sells  and  issues  its 
stock,  at  the  full  current  market  value,  to  the 
trust . 

The  trust  gives  its  note  to  the  lendor  and 
may  pledge  the  stock  to  secure  it . 

The  sponsoring  corporation  guarantees  that 
it  will  pay  off  the  note  to  the  lendor  in  annual 
installments  through  the  trust ,  rather  than 
directly  to  the  lendor  as  it  would  if  the  cor- 
poration itself  were  the  borrower. 

The  Internal  Revenue  Service,  within  the 
limits  prescribed  by  the  Code,  will  treat  the 
corporation's  loan  repayments  as  "contributions" 
to  the  employee  trust,  because  under  this  ar- 
rangement, the  employees,  including  corporate 
management,  become  the  owners  of  the  stock  as 
the  debt  is  repaid,  without  any  reduction  in 
their  takehome  pay  or  fringe  benefits. 


WHAT  CAN  GOVERNMENT  DO  TO  SOLVE  THE 
INCOME  MAINTENANCE  PROBLEM  THROUGH 

The  Second  Income  Plan  ? 
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I  recommend  further  that  government : 


Launch  an  intensive  investigation  of  two- 
factor  theory  and  the  Second  Income  Plan  in  the 
appropriate  House  and  Senate  committees ,  the 
Department  of  Health,  Education  and  Welfare, 
the  Department  of  Commerce,  the  Department  of 
Labor,  the  Department  of  Urban  Affairs,  the 
Department  of  Transportation,  etc. 

Revise  the  national  economic  goal  as  set 
forth  in  the  one-factor  Employment  Act  of  1946, 
into  a  two-factor  national  economic  goal.  [See 
the  Appendix  to  TWO-FACTOR  THEORY:  THE  ECONOMICS 
OF  REALITY.] 

Hold  hearings  in  the  appropriate  congress- 
ional and  executive  departments  and  solicit  pro- 
posals for  implementing  the  new  two-factor 
economic  goal. 

Enact  the  negative  income  tax  as  a  tempo- 
rary expedient,  acknowledging  its  structural 
deficiencies,  for  the  purpose  of  alleviating 
immediate  economic  misery  and  simplifying 
welfare  administration  pending  the  broadening 
of  participation  in  production  through  legiti- 
mate full  employment  and  broader  capital  owner- 
ship . 

Have  Senate  and  House  labor  committees 
and  the  Department  of  Labor  initiate  studies 
on  revising  the  goals  of  labor  unions  to  en- 
compass both  factors  of  production. 

Encourage  the  proper  House  and  Senate 
committees  to  hold  hearings  on  means  of  achiev- 
ing legitimate  full  employment  through  applica- 
tion of  the  Second  Income  Plan. 

Encourage  the  proper  House  and  Senate 
committees  and  the  Treasury  Department  to  initi- 
ate studies  for  broadening  the  use  of  joint 
trusts  in  employee  Second  Income  Trust  financ- 
ing, making  individual  contributions  to  employee 
deferred  compensation  trusts  deductible  for 
personal  income  and  gift  and  estate  taxation,  as 
in  the  case  of  contributions  to  qualified  chari- 
table foundations;  broaden  the  Treasury  limits 
for  the  deductibility  of  corporate  contributions 
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to  employee  deferred  compensation  trusts;  and 
make  dividends  payable  into  escrows,  estab- 
lished to  facilitate  the  purchase  of  capital 
ownership  under  the  financed  capitalist  plan, 
deductible  from  corporate  income  tax  and  ex- 
empt from  personal  income  tax  until  the  stock 
being  purchased  has  been  fully  paid  for. 


Conclusion: 

Unlike  income  maintenance  proposals 
based  upon  redistribution,  the  Second  Income 
Plan  is  consistent  with  the  institution  of 
private  property,  the  Puritan  ethic  and  the 
American  tradition  of  economic  opportunity  -- 
all  deeply  embedded  in  the  mores,  ethics  and 
aspirations  of  the  American  people.     The  Second 
Income  Plan  addresses  itself  to  the  problems  of 
all  segments  of  society  --  the  up-tight  blue- 
collar  worker,  the  economically  squeezed  white- 
collar  worker,  the  propertyless  professionals, 
including  corporate  management .     Everyone  has 
something  to  gain  from  the  Second  Income  Plan  -- 
the  young  and  the  minorities,  who  find  them- 
selves economically  unneeded  in  the  existing 
economy;  the  retired  generation  on  small,  fixed 
incomes,  the  returning  servicemen,  as  well  as 
the  out-and-out  have-nots.     The  Second  Income 
Plan,  vigorously  espoused  and  pursued,  is  capable 
of  stemming  the  rising  tide  of  alienation.  By 
enabling  the  propertyless  to  acquire  a  capital 
stake  in  an  economy  growing  at  several  times  the 
present  rate,  it  will  knit  into  the  economic 
fabric  those  who  are  now  or  soon  will  be  out- 
side of  it.     And  finally,  the  Second  Income 
Plan  utilizes  the  genius  of  existing  American 
institutions ,  and  the  know-how  of  corporate 
management ,  labor  unions ,  and  government . 
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Questions  Most  Often  Asked  About  the  Second  Income  Plan* 

1.  Would  the  Second  Income  Plan  cause  inflation? 

2.  Isn't  the  Second  Income  Plan  socialistic? 

3.  Would  not  the  financing  of  business  expansion  primarily  by  sale  of  newly 
fssued  stock  to  new  or  small  stockholders  dilute  the  equity  of  existing  stock- 
holders? 

4.  Is  there  really  enough  corporate  stock  to  provide  every  American  family 
with  a  second  income  from  dividends? 

5.  Where  does  the  money  come  from  to  buy  the  stock? 

6.  Who  decides  what  stocks  you  get? 

7.  What  happens  if,  after  you  buy  stock,  you  find  that  someone  else's  stock  is 
doing  a  lot  better? 

8.  If  families  are  allowed  to  buy  capital  without  first  working  and  saving 
for  it,  won't  it  corrupt  them  ? 

9.  If  a  poor  family  winds  up  owning  some  $20,000  worth  of  stock,  won't  it 
squander  it? 

10.  Aren't  you  overestimating  the  earnings  of  mature  corporations?  If  earn- 
ings are  really  20%  of  invested  capital,  why  are  dividends  today  only  about  5%  ? 

11.  Won't  the  Second  Income  Plan  lead  to  more  government  interference 
instead  of  less? 

12.  If  everybody  gets  an  income  from  capital,  who  will  do  the  unpleasant 
work  in  the  economy  ? 

13.  If  mature  corporations  finance  their  growth  through  future  savings,  won't 
this  destroy  investment  opportunities  for  those  who  have  accumulated  savings? 

14.  What  effect  would  the  Second  Income  Plan  have  on  the  stock  market? 

15.  How  does  the  Second  Income  Plan  differ  from  the  Guaranteed  Income 
proposed  by  the  Ad  Hoc  Committee  on  the  Triple  Revolution  ? 

16.  How  do  we  decide  which  American  families  will  become  financed  capitalists 
first? 

1.   WOULD  THE  SECOND  INCOME  PLAN  CAUSE  INFLATION  ? 

No,  it  is  designed  to  avoid  inflation.  Its  tendency  would  be  to  stabilize  and 
eventually  reduce*  prices,  and  permit  competitive  setting  of  wages  without  loss 
of  income  to  the  worker.  It  is  the  one-income  economy  we  now  have  that  is 
inherently  inflationary.  Remember  that  the  familiar  devices  we  use  to  artificially 
create  employment — public  works  not  sought  for  their  own  sake,  but  for  the 
employment  they  create,  agricultural  and  industrial  subsidies,  production  of 
military  overkill,  crash  space  race  programs,  production  of  goods  to  give  away 
to  foreign  nations — all  produce  non-economic  goods ;  that  is,  goods  that  create 
purchasing  power  within  our  economy  but  that  add  no  consumer  goods  and 
services  within  the  economy  to  absorb  such  purchasing  power. 

Similarly,  each  time  wage  costs  are  increased  in  order,  by  one  means  or 
another,  to  distribute  more  income  (welfare)  to  workers  without  increasing 
(in  fact  usually  decreasing)  their  work-input  into  the  economy,  the  cost  of  the 
product  is  increased.  But  neither  its  quantity  nor  quality  is  comparably  improved. 
This  too  is  inflationary.  This  is,  in  fact,  what  inflation  is — the  creation  of  pur- 
chasing power  not  offset  by  simultaneous  creation  of  useful  goods  and  services. 
Thus,  ten  million  dollars  worth  of  savings  or  credit  "invested"  in  building  space 
missiles,  for  example,  is  permanently  inflationary  unless  counteracted  by  in- 
creased taxes.  The  same  ten  million  used  to  build  a  furniture  factory  or  to  expand 
an  airline  may  have  a  temporary  inflationary  effect  initially  only  until  the 
new  facility  produces  sufficient  net  income  to  defray  its  costs  of  construction — 
normally  a  matter  of  three  or  four  years  at  most.  Thereafter,  for  an  indefinite 
period,  as  it  pours  goods  or  services  into  the  economy,  its  effect  would  tend  to 
be  beneficially  deflationary :  the  consumer's  dollar  would  purchase  more  without 
depriving  the  consumer  of  his  source  of  purchasing  power. 

Since  the  introduction  of  new  plants  into  the  economy  as  it  expands  is  a 
continuous  process,  the  long-term  deflationary  forces  would  more  than  offset  the 
short-term  inflationary  forces.  Such  a  Second  Income  Economy  would  be  free 
of  the  bloating  of  prices  with  costs  that  represent  welfare,  rather  than  produc- 
tive input. 

Even  the  initial  and  temporary  inflationary  tendency  can  be  eliminated  by  the 
government's  reducing  its  make-work  subsidies  by  a  portion  of  the  amount 
invested  in  new  capital. 


"Copyright  1966,  Louis  O.  Kelso  and  Patricia  Hetter.  260  California  Street,  San  Fran- 
cisco. California  94111. 
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2.  isn't  the  second  income  plan  socialistic? 

Hardly.  The  Second  Income  Plan  builds  ownership  of  the  means  of  produc- 
tion into  individuals  as  their  private  property.  It  then  protects  the  right  of  each 
individual  to  receive  all  the  wealth  his  property  produces.  This  is  a  wide  depar- 
ture from  what  is  popularly  called  "socialism" — where  the  capital  is  owned  by  the 
state  and  a  broad  income  is  sought  through  employment  of  one  or  more  workers 
in  every  family  and  wages  are  set  by  the  political  apparatus.  Since  both  the  gov- 
ernment's capital  costs  (usually  reckoned  by  analogy  to  competitive  economies) 
and  the  often  artificially  high  labor  costs  are  passed  on  to  the  consumer,  the 
prices  of  goods  and  services  are  high.  Incentive  to  produce  (an  important  part 
of  which  is  the  acquisitive  instinct  or  instinct  to  own  capital)  is  low. 

By  placing  a  main  source  of  economic  power  in  an  industrial  economy  (namely, 
the  ownership  of  capital)  in  the  government  bureaucracy  where  it  is  combined 
with  their  political  power,  the  socialist  economy  tends  toward  totalitarianism. 
A  Second  Income  Economy,  on  the  other  hand,  would  put  all  economic  power 
in  individual  hands  and  would  bring  about  its  wide  diffusion.  Thus  it  would 
tend  to  be  a  power-diffused,  hence  free,  society. 

So  far  in  history,  there  has  never  been  an  economy  in  which  every  household 
owned  a  viable  share  of  productive  property,  and  this  is  the  ideal  of  the  Second 
Income  Plan. 

3.  WOULD  NOT  THE  FINANCING  OF  BUSINESS  EXPANSION  PRIMARILY  BY  SALE  OF 
NEWLY  ISSUED  STOCK  TO  NEW  OR  SMALL  STOCKHOLDERS  DILUTE  THE  EQUITY  OF 
EXISTING  STOCKHOLDERS? 

No  economic  dilution  would  be  involved.  If  General  Motors,  for  example, 
expands  its  productive  capacity  20%  and  finances  this  new  capital  by  sale  of 
new  stock  at  market  price  to  its  employees  or  other  buyers  under  Second  Income 
financing,  the  equity  of  the  existing  stockholders  is  not  diminished  in  the  slight- 
est. Each  new  share  of  stock  issued  results  in  investment  of  the  proceeds  in  new 
productive  plant  and  equipment.  The  pre-existing  stockholders  own  exactly  what 
they  did  before  the  expansion — namely,  all  the  General  Motors  equity  that 
existed  up  to  the  date  of  the  new  stock  issue.  For  every  dollar  of  new  stock,  a 
dollar's  worth  of  new  productive  capital  has  been  added. 

There  is,  however,  a  dilution  of  voting  power,  and  this  is  a  dilution  that  is 
intended.  The  great  corporations  of  America,  effectively  owned  by  2  million  fami- 
lies, have  a  narrow  voting  control.  The  same  corporations — vastly  expanded  and 
owned  by  65  million  families — would  have  a  broad  voting  control.  That  is  pre- 
cisely what  ought  to  be.  Certainly  from  management's  standpoint,  the  more 
broadly  ownership  is  diffused,  the  better. 

The  Second  Income  Plan  breaks  up  the  monopoly  acoess  to  new  capital  forma- 
tion now  enjoyed  by  existing  capital  owners.  But  when  you  stop  to  think  about 
it,  why  should  those  who  own  the  economy's  existing  assets  automatically  ac- 
quire ownership  of  all  future  assets  forever  and  ever?  Why  shouldn't  private  and 
individual  ownership  of  the  means  of  production  be  as  widely  diffused  as  the 
power  to  vote?  The  Second  Income  Plan  is  intended  to  protect  existing  owner- 
ship against  dilution.  Indeed,  by  tightening  up  the  laws  of  private  property,  it 
is  designed  to  reduce  dilution  suffered  by  existing  stockholders.  But  it  is  also 
intended  to  create  tens  of  millions  of  new  stockholding  families  as  it  brings  about 
the  building  of  the  Second  Economy. 

4.  IS  THERE  REALLY  ENOUGH  CORPORATE  STOCK  TO  PROVIDE  EVERY  AMERICAN  FAMILY 
WITH  A  SECOND  INCOME  FROM  DIVIDENDS  ? 

There  would  be,  given  25  year  or  so  in  which  to  do  the  job.  The  Second  Income 
Plan  does  not  propose  governmental  redistribution  of  any  of  the  existing  stock 
ownership.  Quite  the  contrary.  The  protection  of  both  present  and  future  private 
property  in  capital  ownership  is  the  essence  of  the  plan.  We  are  proposing  that 
only  newly  issued  stock  be  made  available  under  the  plan.  This  would  be  new 
capital  created  by  industry  as  it  expands  its  productive  facilities  to  provide  more 
goods  and  services  to  families  with  second  incomes  to  spend.  Currently,  new 
capital  formation  in  the  American  economy  is  taking  place  at  a  rate  of  about 
$60  billion  a  year.  This  is  enough  new  capital  to  allocate  about  $4,000  worth  to 
each  of  15  million  families  each  year,  or  $20,000  worth  in  five  years.  (Inciden- 
tally, 15  million  families  are  one-quarter  of  all  the  households  in  the  USA,  and 
almost  all  of  the  poorest  ones. ) 
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5  WHERE  DOES  THE  MONEY  COME  FROM  TO  BUY  THE  STOCK  ? 

You  borrow  it  from  a  bank  on  a  promissory  (non-recourse)  note,  secured  by 
pledging  the  stock  itself.  The  bank  can,  if  the  rate  of  growth  warrants,  "discount" 
your  note  by  turning  it  over  to  its  Federal  Reserve  Bank  in  exchange  for  cash 
equal  to  the  note's  face  value  less  the  discount.  The  money  to  pay  the  bank  comes 
directly  from  the  Federal  Reserve ;  it  is  new  money  issued  against  your  promis- 
sory note.  Except  for  the  purpose  involved,  this  banking  procedure  is  conven- 
tional ;  nothing  new  has  been  added.  It  is  a  rational  system  for  monetizing 
carefully  controlled  new  capital  formation — the  chief  source  of  the  goods  and 
services  that  money  buys.  It  would  be  the  first  rational  monetary  system  in 
history. 

6.  WHO  DECIDES  WHAT  STOCKS  YOU  GET? 

You  do,  within  the  limits  of  what  is  available  among  "qualified"  stocks  at  the 
time  you  buy.  It  would  depend  on  which  corporations  were  seeking  funds  for 
expansion  at  that  time.  It  is  proposed  that  a  monetary  regulatory  agency 
(Capital  Diffusion  Insurance  Corporation),  under  proper  statutory  authorization, 
establish  a  qualification  procedure  whereby  a  corporation  seeking  to  qualify  its 
shares  for  financed  purchase  by  new  stockholders  under  the  Second  Income  Plan 
could,  by  conventional  means,  establish  the  financial  feasibility  of  the  proposed 
expansion.  When  "qualified",  the  shares  could  be  offered  by  the  investment  bank- 
ing house  for  sale  to  new  stock  buyers  who  borrow  funds  through  the  banking 
system  or  from  other  lending  sources. 

The  financing  bank  would  insist  that  the  portfolio  of  stocks  be  suitably 
diversified. 

7.  WHAT  HAPPENS  IF,  AFTER  YOU  BUY  STOCK,  YOU  FIND  THAT  SOMEONE  ELSE'S  STOCK 

IS  DOING  A  LOT  BETTER  ? 

Almost  every  stockholder  finds  himself  in  this  situation  at  one  time  or  another. 
The  Second  Income  Plan  can,  after  all,  only  offer  equality  of  economic  oppor- 
tunity, not  equality  of  income  or  exemption  from  ordinary  investment  risks. 
However,  the  very  fact  that  corporations  have  qualified  for  insured  loans  on  their 
stock  would  be  important  assurance  that  they  were  sound.  Diversification  offers 
further  protection  from  the  risk  of  faring  too  badly  in  comparison  with  other 
financed  capitalists. 

When  you  select  stocks  for  purchase  under  your  second  third  and  fourth 
capital-financing  loan,  you  can  use  your  experience  to  upgrade  your  holdings  if 
you  have  not  chosen  too  well  the  first  time  around. 

8.  IF  FAMILIES  ARE  ALLOWED  TO  BUY  CAPITAL  WITHOUT  FIRST  WORKING  AND  SAVING 

FOR  IT  WON'T  IT  CORRUPT  THEM? 

Not  unless  you  believe  that  every  well-to-do  family  that  has  inherited  all  or 
some  of  its  wealth  is  thereby  corrupted.  A  list  of  families  who  did  not  work  and 
save  their  way  to  capital  ownership  would  have  to  include  the  families  of  most 
of  America's  founding  fathers,  many  of  our  presidents  and  disproportionately 
many  of  our  most  distinguished  artists,  scholars,  writers,  statesmen,  public  serv- 
ants and  business  leaders.  The  fact  is  that  it  is  almost  impossible  for  a  man  to 
contribute  significantly  to  the  work  of  civilization  until  he  has  provided  his 
family  with  a  minimum  income  that  relieves  him  from  having  to  toil  for  their 
living. 

Furthermore,  the  families  do  "save"  to  pay  for  their  stock.  The  stocks  produce 
dividends.  Instead  of  spending  these  dividends,  the  family  plows  them  back  to 
pay  off  the  loan.  It  is  only  as  the  istock  is  paid  for  that  they  begin  to  use  the 
dividends  as  a  "second  income".  This  procedure  is  exactly  the  same  as  that  fol- 
lowed by  business  throughout  the  industrial  era.  Businessmen  have  always  "bor- 
rowed" money  to  invest  in  productive  capital,  and  then  let  the  earnings  of  the 
new  capital  pay  off  the  loan.  This  is  how  our  first  families  became  first  families. 
And  what's  proper  for  the  first  families  of  America  is  proper  for  all  families, 
isn't  it? 

9.  IF  A  POOR  FAMILY  WINDS  UP  OWNING  SOME  $20,000  WORTH  OF  STOCK,  WON'T  IT 

SQUANDER  IT? 

« 

A  few  might.  But  even  as  to  profligates,  the  privilege  of  running  through  a 
capital  estate  should  not  be  confined  to  those  who  already  have  one. 
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But  most  new  Second  Income  families  will  treasure  their  new  capital  estate 
and  will  husband  it  and  hang  onto  it  for  dear  life,  just  as  a  family  a  century 
ago  would  fight  to  the  death  to  retain  pos session  of  its  farm  under  the  Home- 
stead Act ;  just  as  our  ipeasant  ancestors  went  hungry  rather  than  eat  the  last 
of  their  herds  or  flockis,  and  just  a®  the  most  primitive  agricultural  tribes 
hoarded  their  seed  corn  throughout  winter  even  though  many  of  them  starved. 
The  belief  that  the  average  man  does  not  have  the  wisdom  to  preserve  capital 
and  the  ability  to  use  it  constructively  is  not  borne  out  by  history.  Moreover, 
inexperienced  families  can  be  taught  a  great  deal  about  how  to  manage  their 
capital  estates  during  the  time  it  takes  for  the  dividends  to  pay  off  the  loan. 
This  would  be  a  place  where  unions  could  make  an  invaluable  educational 
contribution ;  so  could  benevolent  societies,  civic  groups  and  bank  trust 
departments. 

A  thoughtful  economist,  lafter  studying  the  Second  Income  Plan,  expressed  the 
opposite  concern,  land  with  some  reason.  He  suggested  that  when  the  average 
citizen  finds  that  the  acquisition  of  productive  capital  by  himself  in  quantities 
sufficient  to  provide  a  significant  income  is  actually  feasible,  it  will  arouse  in 
him,  as  it  has  so  many  times  in  history,  a  sharpened  acquisitive  instinct,  and 
he  may  then  seek  to  save  so  much  of  his  income  that  his  consumption  may  suffer. 
Here  again,  education  must  come  to  the  rescue.  The  proper  use  and  enjoyment 
of  wealth  is  one  of  our  least  understood  subjects. 

10.  AREN'T  YOU  OVERESTIMATING  THE  EARNINGS  OF  MATURE  CORPORATION  ?  IF  EARNINGS 
ARE  REALLY  20  PERCENT  OF  INVESTED  CAPITAL,  WHY  ARE  DIVIDENDS  TODAY  ONLY 
ABOUT  5  PERCENT  ? 

A  5%  yield  on  invested  capital  is  about  the  best  that  can  be  expected  today. 
But  this  figure  does  not  represent  the  stockholder's  real  equity  in  corporate 
earnings.  The  corporate  income  tax  at  the  Federal  level  alone  takes  45%  of 
earnings  at  source,  and  this  level  may  return  again  to  its  recent  higher  levels. 
The  state  corporate  income  tax  removes  another  4  to  5%.  Even  prior  to  this, 
an  incalculable  part  of  the  wealth  produced  by  capital  has  been  redistributed 
to  employees  through  such  devices  as  non-competitively  determined  or  admin- 
istered wages  and  welfare  benefits.  Add  to  this  the  earnings  withheld  by  the  cor- 
poration itself  to  finance  expansion — often  as  much  as  half  of  what  remains  after 
taxes.  A  myriad  of  accounting  practices,  too,  are  employed  to  conceal  much  of 
the  productivity  of  capital.  So  do  such  tax  practices  as  excessive  depreciation 
allowances  and  investment  credits. 

As  things  are  now,  the  (stockholder  does  not  receive  more  than  a  fraction  of 
the  wealth  his  capital  actually  produces.  Under  the  Second  Income  Plan,  the  full 
20%  or  even  higher  yield  would  be  paid  out  on  stocks  financed  under  the  plan's 
approved  techniques.  Note  that  this  does  not  mean  that  all  stocks  will  be 
subject  to  the  full  dividend  payout  principle — stocks  bought  and  sold  in  the 
conventional  market  would  he  unaffected  by  the  Second  Income  Plan. 

The  annual  survey  of  industry  profits  contained  in  the  April  issiue  of  National 
Oity  Bank's  Monthly  Economic  Letter  has  shown  for  years  that  the  average 
net  profit  before  taxes  of  more  than  1,200  U.S.  corporations  exceeds  20%,  not- 
withstanding the  universally  used  devices  to  conceal  profits. 

11.  WON'T  THE  SECOND  INCOME  PLAN  LEAD  TO  MORE  GOVERNMENT  INTERFERENCES 

INSTEAD  OF  LESS? 

No,  the  government  acts  only  as  a  supervisor  of  the  credit  system  ( which  it  is 
now)  and  as  a  referee  to  see  that  every  American  family  gets  a  fair  chance  to 
buy  and  pay  for  a  share  of  American  industry.  Once  the  plan  gets  under  way, 
present  government  involvement  in  business  and  personal  affairs  could  be  cut  way 
back.  The  source  of  most  government  interference  today  is  the  need  to  restrib- 
ute  income  and  to  artifically  create  unnecessary  work  on  a  massive  scale  in 
order  to  keep  the  economy  from  collapsing.  From  this  need  springs  such  things 
as  make-work  programs,  subsidies,  corporate  income  taxes,  etc.  Needless  to  say, 
the  government  would  not  have  to  fight  an  anti-poverty  war  when  there  are  no 
more  impoverished  families. 

Of  course,  the  present  'situation  did  not  come  into  existence  over  night  and 
we  cannot  change  it  over  night.  However,  we  can  change  the  tendency  of  events. 
The  goal  of  the  Second  Income  Plan  is  to  build  privately-owned  economic 
security  into  each  family  rather  than  welfare  into  the  society.  Economically 
independent  families  mean  economically  independent  villages,  towns  and  cities. 
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Such  communities  can  manage  their  own  affairs  and  provide  for  their  own 
needis  democratically  at  the  local  level.  They  do  not  have  to  risk  impairment  of 
their  liberties  in  return  for  government  benefits.  A  government  does  not  have  to 
do  for  its  citizens  those  things  'the  citizens  can  do  for  themselves.  Hence,  the 
tendency  of  the  Second  Income  Plan  is  toward  less  government,  less  government 
interference  and  less  taxation.  It  most  emphatically  does  not  mean,  however,  a 
return  to  laissez  faire.  The  government  must  umpire  the  game,  but  the  Second 
Income  Plan  will  provide  the  rules,  and  the  economically  independent  citizen 
with  an  affluent  second  income  is  the  goal. 

12.  IF  EVERYBODY  GETS  AN  INCOME  FROM  CAPITAL,  WHO  WILL  DO  UNPLEASANT  WORK 

IN  THE  ECONOMY? 

First  of  all,  let  us  remember  that  the  immediate  result  of  the  Second  Income 
Plan  will  be  genuine  full  employment,  i.e.,  jobs  actually  necessary  to  produce 
goods  and  services  for  people  rather  than  non-economic  space  hardware  and 
war  goods.  Then  let  us  remember  that  even  at  growth  rates  double  and  triple 
the  present  3  to  4%,  the  Second  Economy  (to  be  owned  by  those  not  owning 
assets  in  the  existing  economy)  will  take  some  years  to  build.  Thus,  for  a  few 
years — 'frankly  no  one  can  predict  just  how  many — second  incomes  from  capital 
ownership  will  supplement  labor  incomes,  not  replace  them,  for  the  majority  of 
families.  Thus,  the  answer  to  the  question  of  who  will  do  the  necessary  work  in 
the  economy  for  the  next  generation  or  so  is :  many  more  of  us  than  are  working 
now. 

As  technological  advance  eliminates  the  need  for  human  labor  in  the  economy 
(and  this  it  will  continue  to  do  whether  we  adopt  the  Second  Income  Plan  or 
not),  incomes  from  capital  will  gradually  become  primary  sources  of  income 
instead  of  secondary.  The  economy  will  always  need  some  labor,  no  matter  how 
advanced  the  technology.  But  no  one  can  predict  just  what  labor's  work  will 
consist  of  after  the  Second  Economy  is  built.  Whether  work  will  be  fascinating 
or  boring,  delightful  or  disagreeable,  require  geniuses  or  morons — no  one  can  say. 
The  question  as  asked  assumes  that  the  work  required  two  generations  or  so 
from  now  will  be  disagreeable,  and  that  persons  having  incomes  from  capital 
will  not  be  motivated  to  perform  it  But  the  facts  may  be  just  the  opposite.  One 
thing  is  certain.  With  plenty  of  purchasing  power  around,  the  price  of  any 
work  for  which  there  is  need  in  the  economy  will  rise  to  the  point  where  the 
work  will  be  done.  The  question  cannot  be  definitively  answered  today,  and 
twenty  years  from  now  perhaps  it  won't  even  be  asked. 

13.  IF  MATURE  CORPORATIONS  FINANCE  THEIR  GROWTH  THROUGH  FUTURE  SAVINGS, 
WON'T  THIS  DESTROY  INVESTMENT  OPPORTUNITIES  FOR  THOSE  WHO  HAVE  ACCUMU- 
LATED SAVINGS? 

Those  who  already  own  a  capital  estate  may  invest  their  excess  in  new  capital 
formation,  in  the  financing  of  the  Second  Income  Plan  for  others,  and  in  enter- 
prises that  either  do  not  utilize  Second  Income  Plan  financing  or  do  not  qualify 
for  it.  These  latter  types  of  enterprise  generally  involve  a  higher  investment  risk 
than  do  mature  corporations ;  they  also  yield  larger  rewards  to  the  successful 
investor.  Inasmuch  as  the  social  justification  for  accumulated  savings  has  always 
been  that  their  owners  put  them  at  risk  in  order  to  add  to  the  productive  assets 
of  the  economy,  owners  of  substantial  capital  estates  should  not  object  to  carrying 
out  their  self -proclaimed  social  duty.  Moreover,  the  building  of  the  Second 
Economy  will  open  up  hundreds  of  times  more  investment  opportunities  than 
exist  today,  opportunities  for  creative  and  profitable  employment  of  capital.  In 
the  one-income  economy,  there  is  normally  more  capital  available  for  investment 
than  places  to  invest  it — a  frustrating  situation  for  the  capital  owner.  (And  one 
reason  why  existing  stocks  are  bid  up  far  beyond  the  level  justified  by  actual 
dividend  return. )  We  must  keep  in  mind  too  that  Second  Income  Plan  financing  is 
only  an  alternative  method  of  finance.  It  is  not  meant  to  supplant  the  conventional 
techniques  based  on  past  savings,  but  to  supplement  them,  in  order  to  make  capital 
ownership  possible  for  families  without  savings. 

> 

14.  WHAT  EFFECT  WOULD  THE  SECOND  INCOME  PLAN  HAVE  ON  THE  STOCK  MARKET? 

Gradually,  stock  prices  would  develop  a  direct  relation  to  income  and  the 
continual  churning  of  existing  outstanding  stock  would  he  reduced.  Stocks  would 
ultimately  be  bought  primarily  for  their  income  yield,  rather  than  in  anticipation 
of  speculative  profits  or  for  the  purpose  of  avoiding  normal  income  tax  rates. 
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The  total  volume  of  stocks  outstanding  would  be  multiplied  dozens  and  dozens 
of  times  as  the  proportion  of  new  capital  formation  financed  by  issuance  of  new 
stock  rises  from  4%  as  at  present  to — ideally — 100%.  The  normal  and  non-specula- 
tive market  in  stocks  would  thus  vastly  exceed  in  volume  the  most  speculative 
and  unhealthy  booms  of  today's  stock  market. 

15.  HOW  DOES  THE  SECOND  INCOME  PLAN   DIFFER  FROM   THE  GUARANTEED  INCOME 
PROPOSED  BY  THE  AD  HOC  COMMITTEE  ON  THE  TRIPLE  REVOLUTION? 

There  is  virtually  no  similarity — only  differences.  The  Second  Income  Plan  is 
designed  to  enable  every  household  to  buy  a  viable  share  of  the  thing  that  produces 
affluence — productive  capital — as  its  private  property,  to  own,  enjoy,  increase 
and  pass  on  to  its  heirs.  The  Guaranteed  Income  is  simply  a  super-redistributive 
measure  that  makes  each  household's  economic  welfare  dependent  on  political 
and  bureaucratic  decisions.  The  Second  Income  Plan  would  diffuse  economic 
power  throughout  all  households  in  the  society,  thus  building  an  economic  foun- 
dation for  political  democracy  and  securing  the  rights  and  liberty  of  the  in- 
dividual. The  Guaranteed  Income  proposal  necessarily  fuses  in  the  hands  of 
politicians  economic  power  with  political  power,  thereby  tending  to  create  a  to- 
talitarian system  hostile  to  the  rights  of  the  individual.  It  is  impossible  for  a 
citizen  to  retain  his  civil  rights  when  others  have  the  power  to  determine  his 
material  needs. 

The  Second  Income  Plan  offers  detailed  and  specific  measures  for  bringing 
about  tremendous  economic  growth — a  Second  Economy — which  will  be  capable 
of  producing  for  the  many  the  high  level  of  affluence  now  enjoyed  by  only  the 
upper  10%  of  families  in  the  existing  economy.  Thus  the  Second  Income  Plan 
offers  a  blueprint  for  enlarging  the  economy's  productive  capacity  in  ways 
which  build  the  power  to  consume  simultaneously  with  the  power  to  produce. 
It  stimulates  the  economic  motivation  of  the  individual. 

The  Guaranteed  Income  merely  subdivides  the  wealth  produced  by  the  existing 
economy — already  too  small  to  produce  real  affluence  for  the  non-capital  owning 
majority.  Its  basic  mechanism  is  political  redistribution  of  the  wealth  produced 
by  capital.  This  weakens  economic  motivation  and  destroys  the  institution  of 
private  property  and  makes  it  unavailable  to  the  many. 

Lastly,  the  Second  Income  Plan  encourages  responsible  government  and  the 
integrity  of  elected  office  holders.  Imagine  how  our  political  institutions  would 
degenerate  if  the  main  campaign  issue  became  the  size  of  the  guaranteed  annual 
income  to  be  offered  by  the  winning  candidate  or  party  ! 

16.   HOW  DO  WE  DECIDE  WHICH  AMERICAN  FAMILIES  WILL  BECOME  FINANCED 
CAPITALISTS  FIRST? 

Since  the  first  aim  of  the  Second  Income  Plan  is  to  provide  equal  economic 
opportunity  to  all  Americans,  logic  and  justice  would  demand  that  the  first 
financed  capitalists  be  households  now  totally  or  partially  excluded  from  economic 
participation.  Families  whose  breadwinners  have  been  disemployed  by  automa- 
tion, especially  those  men  and  women  who  have  spent  long  years  in  the  work 
force.  Elderly  persons  who  have  never  earned  enough  from  their  labor  to  retire 
in  comfort  and  dignity.  Ministers,  school  teachers  and  members  of  the  civil  service. 
Policemen  and  firemen  and  other  municipal  employees  who  have  served  a  specified 
number  of  years  in  their  posts.  Working  mothers  of  dependent  children.  Not 
everyone  can  go  through  a  door  at  the  same  time,  nor  by  the  same  token  can 
everyone  become  a  capitalist  at  once.  The  question  of  priority  will  have  to  be 
decided  politically.  But  the  financed  capitalist  door  is  strictly  a  one-way  thorough- 
fare— those  families  who  pass  through  are  on  their  way  to  material  well-being 
and  independence.  It  is  also  a  door  which  grows  wider  and  wider.  As  policy 
becomes  more  and  more  oriented  toward  the  objectives  of  the  Second  Income 
Plan,  and  as  families  with  second  incomes  increase,  economic  expansion  will 
create  more  and  more  productive  capital  to  be  bought  and  paid  for  by  new 
capital  owners. 

Appendix  E — Some  of  the  Implications,  for  National  Economic  Policy,  for 
Recognizing  That  Double-Entry  Bookkeeping  Is  the  Logic  of  a  Market 
Economy 

L=Labor  or  human  input  into  production,  i.e.,  the  time,  control  (or  skill)  and 
energy  of  humans  engaged  in  producing  goods  or  services,  measured  in 
dollars,  for  a  given  time  period. 
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N= Input  into  production  by  the  nonhuman  factor  (land,  structures,  and 
machines)  measured  in  dollars,  for  the  same  given  time  period. 

W=Market  value  of  real  wealth,  i.e.,  goods  and  services,  produced  in  a  given 
time  period. 

Then,  in  an  economic  system  constructed  on  the  logic  of  double-entry  bookkeeping 
(i.e.,  the  logic  of  two-factor  theory)  L+N=W. 

PL = Purchasing  power  received  by  labor  in  the  form  of  wages,  salary,  bonuses, 
commissions,  or  other  compensation  as  the  result  of  its  input  into  produc- 
tion of  goods  and  services  (control  [or  skill]  and  energy  for  a  period  of 
time). 

PN=Purchasing  power  received  by  the  owners  of  the  nonhuman  factor  as 
compensation  for  the  use  (input)  of  their  land,  structures  or  machines 
in  the  production  of  useful  goods  and  services  for  a  given  period  of  time. 

Then :  PL+PN=W. 

Now : 

C= Dollar  value  of  capital  goods  produced  during  the  time  period. 

X=Dollar  value  of  consumer  goods  and  services  produced  during  the  time  period. 

So :  PL+PN=C+X 
and 

c+x=w 

for  things  equal  to  the  same  thing  are  equal  to  each  other. 
But: 

PN  increases  as  C  increases,  for  as  the  purchasing  power  arising  from  pro- 
duction is  invested  in  new  capital  formation,  the  ownership  of  which  accretes 
to  the  owners  of  previously  existing  capital  goods  as  a  direct  result  of  financing 
new  capital  formation  out  of  past  savings,  the  productive  power  of  these  owners 
expands.  Unless  their  consumption  expands  proportionately,  the  rate  of  increase 
of  their  productive  power  over  their  consumption  expenditures  accelerates 
with  time. 

Since : 

PL+PN=W, 

PN  increases  relative  to  PL  as  C  increases. 

So  a  rigid  linkage  between  the  ownership  of  the  non-human  factor  at  the 
beginning  of  the  time  period  and  the  ownership  of  the  non-human  factor  added 
(through  C)  during  the  time  period,  necessarily  results  in  a  diminution  of  PL 
in  relation  to  W  as  PN  increases. 

The  relationship  between  C  and  X  is  important.  C,  the  value  of  capital  goods 
produced  during  the  period,  is  a  derived  demand.  Capital  goods  (land,  structures 
and  machines)  are  not  directly  consumable  by  humans.  It  is  the  human  need  for 
consumer  goods  and  services  alone  that  ultimately  gives  value  (through  market 
demand)  to  capital  goods.  If  the  purchasing  power  of  the  fixed  group  of  owners 
of  the  nonhuman  factor  increases  constantly,  but  their  consumption  of  consumer 
goods,  which  would  contribute  to  the  value  of  the  nonhuman  factor  does  not 
increase  in  proportion  to  the  increase  in  PN,  a  serious  imbalance  arises.  PL 
diminishes  in  relation  to  W,  and  surpluses  of  consumer  goods  and  services  and 
underutilization  of  capital  goods,  or  the  excess  funds  seeking  investment  over 
opportunity  for  such  investment  of  PN  arises. 

— Poverty  of  one  non-owners  of  capital  goods,  the  workers  and  the  unem- 
ployed, arises. 

— Depression  of  market  value  of  capital  goods,  and  the  lack  of  investment 
opportunity  for  PN  (a  recession  or  depression )  occurs. 
Furthermore : 

— Underproduction,  because  of  lack  of  market  demand  arises. 
— Poverty  flourishes. 
Clearly : 

Technological  change,  which  results  in  an  accelerating  reduction  of  PL  and 
increase  in  PN,  both  in  relation  to  W,  cannot  continue  unless  the  number  of 
families  and  individuals  who  are  able  to  make  only  labor  input  diminishes,  and 
the  number  of  capital  owning  families  and  individuals  increases  at  an  accelerating 
rate. 

If,  as  the  families  and  individuals  who  make  up  PL  either  move  from  the 
class  of  owners  only  of  labor  power,  and  either  become  owners  of  viable  holdings 
of  capital,  or  both  remain  employed  and  acquire  significant  capital  ownership, 
and  thereby  receive  Second  Incomes,  then  technological  change,  which  shifts  the 
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population  out  of  the  exclusively-labor-dependent  class,  and  fosters  leisure,  can 
advance  without  restraint. 

Similarly,  poverty  (the  inadequacy  of  purchasing  power  of  families  and 
individuals  where  adequate  supplies  of  such  goods  and  services  could  be  brought 
into  existence)  which  arises  automatically  in  a  double-entry  bookkeeping  society 
from  diminishing  L,  can  be  attacked  at  its  source  by  transferring  the  families 
and  individuals  in  the  L  class  into  the  N  class.  Ideally,  the  rate  of  transfer  from 
L  class  to  N  class  [or  to  simultaneous  membership  in  both  the  N  class  and  the 
L  class]  would  be  identical  with  the  rate  of  shift  in  productive  input  from  N  to  L 
through  technological  change.  Thus  the  growing  general  affluence  and  leisure  of 
the  masses  would  synchronize  with — and  would  be  a  direct  function  of,  the  rate 
of  technological  advance,  and  would  not  be  impeded  by  institutional  hangups. 

This  means  that  C,  the  investment  in  capital  goods,  could  increase  as  rapidly  as 
the  physical  factors  would  permit,  for  as  C  increased,  the  individuals  in  the  PL 
class  would  shift  to,  or  would  simultaneously  also  become  members  of  the  PN 
class. 

X  would  increase  up  to  the  level  of  affluence  desired  by  the  population  as  a 
whole. 

C  would  increase  as  rapidly  as  the  increase  in  the  desire  for  consumer  affluence 
increased,  since  the  demand  for  C  is  derived  from  the  demand  for  X. 

The  effect  of  financing  new  capital  formation  out  of  PN  as  compared  with  the 
effect  of  financing  it  out  of  pure  credit. 
Since  PL+PN=W 
and 

c+x=w, 

the  greater  X  is  in  relation  to  C,  the  greater  the  level  of  general  affluence.  This  is 
true  because  C  cannot  be  produced,  under  free  market  conditions,  in  excess  of  the 
demand  for  it  derived  from  demand  for  consumer  goods,  and  the  physical  capacity 
of  individuals  for  consumer  goods  and  services  is  finite  and  cannot  be  indefinitely 
increased. 

If  new  capital  formation  is  financed  out  of  PN,  then,  since  the  capital-owning 
class  is  small  at  the  outset,  and  does  not  significantly  increase,  because  of  the 
institutional  arangements  that  cause  the  present  owners  of  capital  to  acquire 
ownership  of  all  newly  formed  capital,  X  cannot  legitimately  increase  with  the 
advance  of  technological  change.  Only  PN  will  increase,  and  the  propensity  and 
desire  to  increase  C  will  be  limited  to  the  excess  of  funds  seeking  investment  in  the 
non-human  factor.  A  tendency  to  use  such  funds  to  drive  up  the  market  value  of 
existing  assets  will  arise,  leading  to  stock  market  speculation  and  the  like. 
But  increase  in  C  is  limited  by  the  lack  of  demand  derived  from  increase  in  X. 

To  some  extent,  the  loaning  of  funds  by  the  owners  of  the  non-human  factor  to 
the  owners  of  labor  ( the  non-capital-owning  masses  who  have  only  their  labor  to 
contribute  to  production)  which  is  a  dual  attempt  to  close  the  purchasing  power 
gap  and  to  employ  for  profit  their  excess  purchasing  power,  will  postpone  the 
recession  or  depression  and  severe  readjustment  of  values  through  market  value 
changes,  as  will  increasingly  severe  measures  of  political  redistribution  in  an 
attempt  to  correct  the  purchasing  power  gap. 

But  it  is  elementary  that  such  attempts,  to  the  extent  they  involve  the  loaning 
of  purchasing  power  by  the  high  income  owners  of  the  non-human  factor  to  the 
financially  underpowered  and  non-capital-owning  masses,  while  postponing  the 
readjustment,  will  also  increase  its  severity.  For  the  consumption  capability  of  a 
particular  family  is  diminished  by  the  aggregate  effect  of  compound  interest 
where  borrowing  takes  place  in  order  to  increase  consumption.  Aggregate  real 
poiver  to  consume  useful  goods  and  services  is  diminished  by  the  amount  of  com- 
pound interest  paid.  For  example,  twenty-five  year  or  longer  financing  periods  for 
financing  of  home  ownership  may  double  or  even  treble  the  amount  of  dollars 
paid  for  a  home.  The  time  of  enjoyment  of  consumption  is  influenced  favorably  to 
the  consumer,  but  the  absolute  supply  of  consumer  purchasing  power,  which  de- 
termines the  health  of  trade  and  the  degree  of  general  affluence,  will  be  greatly 
diminished  by  this  practice.  It  extends  the  earning  power  of  excess  funds  of  the 
owners  of  concentrated  capital  holdings,  but  in  absolute  terms  it  actually  reduces 
the  real  standard  of  living  of  those  dependent  on  consumer  finance. 

Attempts  to  close  the  purchasing  power  gap  through  consumer  credit  also 
assure  the  eventual  deflation  of  value  of  capital  assets,  since  their  value  is  derived 
from  the  market  demand  for  things  produced  by  capital  goods,  i.e.,  consumer  goods 
and  services.  Clearly,  the  delaying  action  of  consumer  finance  is  not  a  solution  to 
the  problem  of  how  general  affluence  and  general  leisure  can  be  attained  by  the 
masses  at  the  maximum  rate  physically  possible. 

On  the  other  hand,  the  financing  of  new  capital  formation  out  of  credit — pure 
credit  where  such  credit  is  made  available  to  the  non-'Owners  of  capital,  and  the 
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owners  of  sub-viable  capital  holdings — has  quite  different  effects  within  the 
economy.  New  capital  formation,  at  least,  in  the  dominant  and  more  productive 
part  of  the  economy,  does  not  occur  unless  potential  derived  demand  for  it  will 
be  adequate  ito  enable  it  to  pay  for  itself  within  a  short  time — usually  three  to 
five  years.  So  such  financing  of  new  capital  formation  through  pure  credit 
mechanisms  will  not  diminish  X  but  in  fact,  with  some  time  delay,  will  relent- 
lessly increase  X  and  will  also  increase  the  purchasing  power  to  consume  X  by 
reason  of  increasing  the  number  of  persons  in  the  PN  class.  At  the  same  time,  such 
pure  credit  financing  of  new  capital  formation,  if  properly  regulated,  need  not 
cause  unemployment  of  funds  held  by  the  owners  of  concentrated  capital  holdings 
(PN),  since  pure  credit  need  not  be  used  until  available  financial  savings  have 
first  been  used  for  this  purpose  under  the  techniques  of  the  Second  Income  Plan. 
This  process  may  also  force  such  financial  savings  into  higher  risk  and  more 
innovative  investments. 

Such  change  will  permit  explanation  of  production  and  the  broadening  of  the 
consumption  of  affluence  to  the  full  limits  of  technological,  labor,  and  resource 
capability,  since  the  previously  non-capital-owning  families  whose  incomes  are 
thereby  enhanced  through  the  Second  Income  derived  from  capital  ownership 
abound  in  unsatisfied  needs  and  desires,  and  will  expand  their  purchases  of  con- 
sumer goods  out  of  current  income  in  their  quest  for  the  enjoyment  of  affluence. 

In  should  be  noted,  too,  that  if  political  constraints  or  business  policy  con- 
straints bring  about  the  financing  of  new  capital  formation  through  pure  credit 
in  ways  that  generate  the  ownership  of  productive  capital  on  the  part  of  those 
who  previously  owned  no  capital,  or  held  negligible  amounts  of  it,  and  this  results 
in  excess  PN  in  the  hands  of  the  owners  of  concentrated  capital  holdings,  they  will 
inevitably  seek  to  employ  their  excess  PN  in  financing  of  new  capital  formation 
under  Second  Income  Plan  techniques  for  the  purposes  of  broadening  the  capital 
ownership  base  by  offering  to  loan  such  funds  at  rates  competitive  with  those 
available  .through  the  banking  system  [ultimately  controlled  by  the  discount  rate 
of  the  central  bank]  for  the  use  of  pure  credit  for  the  same  purpose. 

Thus  excess  PN  in  the  hands  of  the  owners  of  concentrated  capital  holdings 
can  generally  be  profitably  employed,  though  probably  at  rates  lower  than  would 
be  available  if  the  combined  efforts  of  government  to  redistribute  purchasing 
power  power  from  the  apparent  owners  of  capital  to  the  non-owners  of  capital 
and  the  use  of  high-interest  consumer  loans  in  a  futile  effort  to  close  the  pur- 
chasing power  gap  were,  in  effect,  subsidizing  the  return  on  otherwise-surplus 
financial  savings. 

Such  use  of  governmental  and  business  policy  restraints  in  order  to  validate  a 
business  strategy  by  which  management  takes  the  initiative  to  expand  the  eco- 
nomic power  of  the  population  of  the  economy  to  consume  synchronously  with 
expansion  of  the  physical  power  of  the  economy  to  produce  would  amount  to 
nothing  less  than  the  minimum  use  of  intelligent  economic  system  design  to  con- 
form to  the  double-entry  bookkeeping  logic  of  the  market  economy. 

From  another  aspect,  such  constraints  would  amount  only  to  that  imperceptible 
curtailment  of  individual  liberty  required  to  keep  senselessly  greedy  individuals 
from  injuring  their  fellowman  without  benefit  to  themselves  other  than  to  feed 
unproductive  avarice. 

Such  restraints,  in  short,  are  an  application  of  the  principle  of  limitation, 
which  is  one  of  the  three  foundation  stones  of  economic  justice.  See  The  Capitalist 
Manifesto,  by  Kelso  and  Adler,  Random  House,  1958,  Chapter  5,  pp.  66-69. 

As  the  employment  of  two-factor  theory  in  the  umpiring  of  economic  activity 
reduces  the  tendency  of  PN  to  accumulate  in  excessive  quantities,  the  new  policy 
being  to  build  viable  capital  holdings  of  reasonable  size  in  all  families  rather  than 
to  permit  the  accumulation  of  grotesque  quantities  of  financial  savings  by  indi- 
viduals or  families  wnose  economic  power  to  produce  long  since  has  exceeded 
their  physical  capacity  or  desire  to  consume,  the  PN  seeking  employment  in  the 
process  of  financing  new  capital  formation  will  diminish  and  the  use  of  pure 
credit  for  this  purpose  will  become  dominant  as  the  goal  of  universal  capitalism, 
every  family  and  individual  owning  a  viable  capital  estate,  is  achieved.  There- 
after, it  appears  that  the  policy  implications  of  the  choice  between  financing  of 
new  capital  formation  through  past  savings  or  through  pure  credit  would  turn 
largely  on  factors  other  than  national  economic  policy. 

Louis  O.  KfeLSO 
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 SAY'S  LAW:  THE  BASIC  LAW  OF  TWO- FACTOR  ECONOMIC  THEORY  

(For  every  dollar  spent,  somebody  gets  a  dollar  in  economic  value) 


GROSS/NATIONAL  PAYMENTS 
/  \  .. 

(Gross  National  Product) 
y  For  a  given  time  period/v 


/  computed  by  aggregating  costs  \ 
/    of  production  of  all  goods  and  \ 
*j  /    services  produced  vithin  the  market^  ^ 
/  economy  ' 


EQUALS  - 


/  \ 
AGGREGATE  INCOME 
/  \ 
Automatically  receive! 
/  out  of  the  process  of, 
production  by  the  individuals 
vho  participate  in  production\ 
/except  to  the  extent  arbltrary\ 
institutional  arrangements,  ^ 
private  and  governmental, 
intercept  or  divert  such  income 


This  chart  is  intended  to  illustrate  Say's  Law  interpreted  through  Two-Factor  economic  theory,  i.e., 
the  assumption  that  each  of  the  two  physical,  factors  of  production  (the  human  factor  and  the  nonhuman 
factor)  produces  wealth  or  income  in  the  same  physical,  economic,  political,  and  ethical  senses.  Say's 
Law  confirms  the  identity  in  a  market  economy  between  the  market  value  of  goods  and  services  produced 
in  a  given  time  period  and  the  aggregate  purchasing  power  created  out  of  the  process  of  production 
and  arising  in  the  hands  of  the  participants  in  production.    "Property  right"  in  a  factor  of  production 
is  the  right  to  receive  the  entire  income  or  wealth  produced  by  the  thing  owned  (labor  power  owned  by 
the  worker,  or  physical  capital  or  equity  in  physical  capital  ovmed  by  the  capital  owner),  evaluated 
through  the  mechanism  of  competitive  markets.     "Redistribution"  from  the  owners  of  capital  to  the  non- 
owners  of  capital  is  effected  by  a  wide  variety  of  means,  including  coercive  bargaining  of  wages,  dis- 
criminatory taxation  (like  the  corporate  income  tax  which  falls  only  on  the  wealth  produced  by  capital), 
payments  for  nonwork,  ate. 

Copyright  1967  -  Louis  0.  Kelso  and  Patricia  Hettcr 


REDISTRIBUTION  OP  INCOME  FROM  CAPITAL  OWNERS  TO  NON-CAPITAL  OWNERS  IN  THE  U.S.  ECONOMY  EXPLAINED  THROUGH 
 .  1    TWO-FACTOR  ECONOMIC  THEORY*  (-  


INPUT 
Estimated  actual  input 
viz  for  the  O.S.  economy 
vith  CAPITAL  (nonhuman  factor) 
and  LABOR  (human  factor) 
contributions  evaluated  on 
assumption  of  competitive  markets 


OUTTAKE 

Distribution  of  Income 

shoving  estimated 
redistribution  of  Income 
induced  by  CAPITAL 
(nonhuman  factor)  to 
non-ovnera  of  capital 
(workers  and  the  unemployed) 


*  Copyright  1967  -  Louis  0.  Kelso  and  Patricia  Better. 

This  chart  Is  Intended  to  Illustrate  Say's  Lav  Interpreted  through  Two-Factur  economic  theory,  I.e.,  the 
assumption  that  each  of  the  two  physical  factors  of  production  (the  human  factor  and  the  nonhuman  factor)  produces 
vealth  or  Income  In  the  same  physical,  economic,  political,  and  ethical  senses.    Say's  Lav  confirms  the  Identity  In 
a  market  economy  between  the  market  value  of  goods  and  services  produced  In  a  given  time  period  and  the  aggregate 
purchasing  pover  created  out  of  the  process  of  production  and  arising  in  the  hands  of  the  participants  in  production. 

"Property  right"  In  a  factor  of  production  is  the  right  to  receive  the  entire  income  or  vealth  produced  by  the 
thing  owned  (labor  pover  ovned  by  the  vorker,  or  physical  capital  or  equity  in  physical  capital  owned  by  the  capital 
owner),  evaluated  through  the  mechanism  of  competitive  markets. 

.  "Redistribution"  from  the  owners  of  capital  to  the  nonovners  of  capital  is  effected  by  a  vide  variety  of  means, 
Including  coercive  bargaining  of  wages,  discriminatory  taxation  (like  the  corporate  income  tax  which  falls  only  on 
the  wealth  produced  by  capital),  payment  for  nonwork,  etc. 


Mr.  Corman.  The  committee  stands  adjourned  until  10  o'clock  Mon- 
day morning. 

(Whereupon,  at  1 :30  p.m.,  the  committee  adjourned,  to  reconvene 
at  10  a.m.,  Monday,  November  3, 1969.) 
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